j The Treasurer Steps Down 


; E profession of accounting has 
-*1 provided many men with a sound 
foundation for distinguished careers 
in various spheres of activity. Armed 
_ and aided by their professional skill, 
- they have progressed in their chosen 
_ yocation to such purpose as to gain 
— acclaim and world recogni- 
tion. 


In such a category belongs the 
Rt. Hon. Sir Arthur’ Fadden, 
| G.C.M.G., F.A.S.A., Australian Com- 
_monwealth Treasurer. On _ the 
occasion of his_ retirement as 
urer, The Australian Account- 
_ anit records a tribute to Sir Arthur 
for his outstanding record of public 
| service, and the sterling personal 
qualities which he brought to his 
onerous Parliamentary responsibili- 


The study of accountancy opened 
the way for Sir Arthur to become 
assistant town clerk of Mackay, 
Queensland, at the age of 18 and 
town clerk at 21. He later began 

tice as a public accountant in 
wnsville and Brisbane. He was 
| admitted as an Associate of the 
former Commonwealth Institute of 
Accountants in August 1921, becom- 
ing a Fellow in July 1928. On the 
formation of the Australian Society 
| of Accountants in January 1953, Sir 
Arthur became a member with the 
| status of Fellow. He was also a 
» Member of the former Association 
| of Accountants of Australia. 


| His career in Federal politics began 
dn 1936 when he won the Darling 
Downs. (Queensland) seat as a mem- 
ber of the Country Party, of which 

became leader in 1941. For 36 
days during August and October 
1941, he was Prime Minister. On 

occasions, aggregating nineteen 
% oaths, he was Acting viagra tewecs 
| Ser during Mr. Menzies’ absence 
‘abroad. 
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Sir Arthur became Assistant 
Treasurer on 14 March, 1940 and 
Federal Treasurer on 14 December 
of that year. He held the portfolio 
until his Government was defeated 
on 7 October, 1941. He again took 
full control as Federal Treasurer on 
19 December, 1949, and has held this 
office ever since, establishing a record 
of service unapproached by any 
previous Treasurer. 


While Treasurer he has brought 
down eleven Budgets, one of which 
(1941), resulted in the defeat of his 
Government on the proposal to 
finance war expenditure by a national 
contribution scheme. 


His fourth Budget (1951-52), 
amongst other measures imposed a 
tax pre-payment plan on _ wool 
growers in an endeavour to restrict 
the inflationary effect of soaring 
wool prices. As leader of the Country 
Party, Sir Arthur knew well that 
this legislation would arouse the hos- 
tility of the wool growers, but he did 
not let this consideration prevent 
him from budgeting for what he con- 
sidered the benefit of the nation as a 
whole. 

Sir Arthur’s action in this instance 
typified his attitude throughout his 
service as Treasurer. He conscien- 
tiously faced up to the responsibili- 
ties of his office which demanded the 
introduction of many other unpopular 
financial measures. Practically every- 
one has had occasion to be unhappy 
about his or her taxation burden but 
personal reactions to the incidence of 
taxation cannot rob Sir Arthur of 
the high measure of public respect 
and esteem which he has won for 
himself throughout his political 
career. 

He has every justification for being 
proud of his record term as Treasurer 
and it is certain that the political 
scene will be the poorer for the 
absence of his colourful personality. 
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FINANCIAL NOTES 


HE recently concluded financial 

year was a particularly pros- 
perous one—this can be logically 
assumed from the first wave of 
annual accounts reported in recent 
weeks. This certainly is a matter of 
some significance but, even more im- 
portant, has been the view of the 
current year taken by many boards 
of directors. 

The prevailing feeling seems to be 
one of firm optimism. A general lift 
in profits of many of the companies 
reporting has been accompanied by 
a number of increases in dividend 
payments to shareholders. Profit in- 
creases do not automatically mean 
dividend increases, for few director- 
ates like to see fluctuating dividend 
percentages. The general ideal is to 
lift the rate and to maintain the in- 
creased distribution. 

So, there’s the optimism. Ap- 
parently many of the companies 
which have so far reported on the 
past year’s operations face the cur- 
rent year with a good measure of 
confidence. 

Are the results we have seen so 
far a fair indication of the bulk of 
the ones to come? This is a good 
question, for any cynical observer of 
company finance is aware that the 
best results seem to be disclosed 
first, while the not-so-good seem to 
make a_shame-faced appearance 
closer to the Christmas period. 

There might be a little of that this 
year too, but even so, the early ex- 
pressions of confidence are too 
strong to ignore. The better figures 
of the hire-purchase financiers, and 
of those connected with the booming 
television industry, were only to be 
expected. However, the real indica- 
tions of prosperity have come from 
the handsome results, and in some 
instances the better dividend pay- 
ments, of a number of companies in 
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By R. F. ARTHUR, AASA, 


basic industries. Companies in this 
category include the giants B.HP,, 
Colonial Sugar and Australian Con- 
solidated Industries, the two big 
paper organisations, Australian 
Paper Manufacturers and Associated 
Pulp and Paper, and such other com- 
panies as the Myer Emporium and 
Drug Houses of Australia. 

o > + 

But, a word on the result of 
B.H.P., our largest industrial enter- 
prise. The profit disclosed by the 
company rose some 25 per cent. to 
£9,299,219 for the year to 31 May. 
It was a good improvement, it com- 
pared favourably with the 1956-57 
lift of £854,289, the £2,187,892 im- 
provement of 1955-56, and _ the 
£454,085 increase shown in 1954-55. 

However, the student of company 
profits, who must rely on figures dis- 
closed to the public, might well 
wonder whether discussion of this 
profit trend is more academic than 
practical. Before striking the profit 
figure the company wrote-off a £22 
million higher amount for deprecia- 
tion at £10.1 million, and lifted its 
provision for increased cost of plant 
replacement by £1.9 million to £6.1 
million. 

These provisions are far in excess 
of what may be claimed for taxation 
purposes. In fact, the stated amount 
provided for the year’s taxation sug- 
gests that the organisation’s profit 
might have been stated at more than 
twice the figure given. Of what use 
is it then to draw conclusions from 
the accounts when a board decision 
to place, say, a couple more million 
to increased cost of plant replace 
ment can upset all the reasoning? 

It would be interesting to in- 
vestors, and to the accounting pro- 
fession, if B.H.P. made known the 
broad principles adopted in reaching 
these figures for charges against 
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profits over and above those allowed 
for taxation purposes. Certainly 
such disclosure would assist the 
understanding of the big fluctua- 
tions that can and do occur in these 
provisions. 

Once again this raises the old 
problem of accounting for inflation. 
B.H.P., obviously, is accounting for 
inflation, but this isn’t cutting any 
ice with the Commissioner of Taxa- 
tion. Either B.H.P. is being over 
conservative in its provisions, or it 
is paying tax on a false figure of tax- 
able income—and eroding its capital 
to some degree in the process. 

> + a 

The current season’s wool sales 
have had a rather shaky start. Be- 
cause of the low prices of the closing 
days of the last season the poor 
start did not surprise many people— 
but it was disappointing even so. 

Prices seem to be eight or nine 
per cent. below those of the con- 
cluding sales of the 1957-58 season 
and are at the lowest levels for some 
nine years. Few of the wool brokers 


will predict the course of the cur- 


rent season’s prices. However, on 
the evidence of the first couple of 
weeks’ trend, there is some impres- 
sion of a firmness developing—per- 
haps the brightest thing that can 
be said is that possibly prices won’t 
go much lower. 

Buyers seem to be in no hurry to 
load up on stocks and so far they 
seem to be adopting a cautious ap- 
proach—a sort of watching the other 
fellow system to determine which 
way the prices might go. 

The wool offering will largely be 
drought-affected and the overall clip 
smaller. The estimate is for 1,386 
million Ibs., something like three per 
-. less than the previous season’s 
clip. 

o * © 

It has been interesting to note 
that the share market has tended to 
ignore the decline in wool. Investors 
haven’t necessarily thrown over the 
od “riding on the sheep’s back” 
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theory. It seems they are prepared 
to recognise the probability of a 
lower export income but insist on 
looking beyond the next year or so. 

Also, for the next few months 
the market is likely to be pre- 
occupied with company trading 
results—who indeed can afford to be 
pessimistic while daily reports of 
higher profits and increased dividend 
distributions are coming forward? 

The general movement into ordi- 
nary share investment shows no sign 
of slackening even though prices are 
historically at a high point. Fixed- 
interest type issues, with attractive 
rates of interest, are being sought, 
but, even with low yields offering, 
equity shares, with their potential 
for benefits from growth and pros- 
perity and protection from inflation, 
are still the most favoured invest- 
ment. 

* 7 + 


Are there any new developments 
pending from the banks? Announce- 
ments from the largest of the 
private banks, the Bank of N.S.W., 
over the past few weeks have raised 
conjecture on this point. 

Last month the Wales announced 
its intention of raising £4,390,000 in 
a new issue at par of 219,000 £20 
shares. Perhaps it is only to cope 
with normal expansion. But, with 
the Wales well to the fore in bring- 
ing new developments to Australian 
banking, there is bound to be some 
speculation about a new deal. 

Already in recent years we have 
seen the wholesale movement by the 
banks into hire-purchase, the adop- 
tion of saving bank business by 
some, and lately a trend into the unit 
trust idea of share investment. 


At the time of going to press the 
bank had made no statement of what 
use would be made of the new 
money. However, an article in the 
latest bank quarterly review, tended 
to strengthen the idea of something 
new in the wind. The point was 
made with some emphasis that Aus- 
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tralia’s money market was changing. 
The recent establishment of new 
companies formed to undertake 
money market operations, and to 
finance industrial undertakings, re- 
flects the narrowing of trading bank 
operations enforced by official 
policies, the bank said. 

The article went on to point out 
that restrictions on the scope of 
bank lending and rigidity of bank 
interest rates have diverted much 
contemporary capital raising into 
channels less subject to official mone- 
tary controls. In consequence, official 
policies will have to acknowledge 
more readily the force of market 
conditions, for banking controls are 
having a diminishing influence on 
the more dynamic sectors of invest- 
ment. 

The banks answered the challenge 
of hire purchase by entering the 


field, and so too was the entry int 
savings banking a form of defence. 

Perhaps more “defence” is cop. 
templated. 


* + ? 


One banking development which 
doesn’t seem very likely is the ad. 
vancing of personal loans without 
security on the United Kingdom 
pattern. 

Publicity on this facet of banking 
last month was sufficient to weaken 
the share prices of many of the hire 
purchase financiers. However, with- 
out considerable relaxation of bank 
credit by the Central Bank (and this 
probably is unlikely with the current 
prospect of lowered farm income) 
there doesn’t seem much oppor. 
tunity of introducing the scheme 
locally. A new banking development 
would probably take different form 





Prime Minister Receives Decimal Currency Deputation 


On August 14 a deputation from 
the Decimal Currency Council asked 
the Prime Minister, the Rt. Hon. R. 
G. Menzies, and the Treasurer, the 
Rt. Hon. Sir Arthur Fadden, to hold 
an authoritative public enquiry into 
all aspects of the question of decimal 
currency. 

The deputation, which was intro- 
duced by Mr. P. E. Joske, M.P., and 
was led by Mr. A. M. Simpson, Presi- 
dent of the Associated Chambers of 
Manufactures of Australia, told the 
Ministers that their request had 
wide support throughout the com- 
munity, and that they knew of no 
strong or informed opposition to the 
proposal. 

The deputation assured the Prime 
Minister that the costs of the change- 
over would not be unreasonably high, 
and that most business interests 
were prepared to face them in the 
certainty of gaining substantial sav- 
ings in the future. 

The Prime Minister said:— “I am 
personally attracted by the idea of 
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decimal currency, and I think that 
the problems to be solved are not 
theoretical but practical. But the 
practical problems are very severe 
and would be a matter for a commit- 
tee to examine. The Government is 
quite willing to appoint such a com- 
mittee. The introduction of a new 
currency, if it were agreed upon, 
could not be accomplished quickly. 
A long period of public preparation 
would be necessary. In addition, we 
would have a big physical problem in 
minting new coins because the 
present Mints in Melbourne and 
Perth have somewhat limited capa 
city and could not undertake the 
work.” 

The Prime Minister added that the 
deputation’s suggestion about a form 
of enquiry agreed closely with the 
Government’s thinking. It was be 
cause the Government has _ beet 
giving a great deal of thought to this 
problem since the beginning of the 
year that it had been happy to receive 
the deputation. 
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RECENT LEGAL DECISIONS 


Discussed by L. C. VOUMARD, B.A., LL.B. 


Liquidation of Provident Society 


Although the society involved 
in In re The Peter Lalor Home 
Building Co-operative Society 
Limited: Tuckman v. Dunlop 
(1958) A.L.R. 574 wags regis- 
tered under the Industrial & 
Provident Societies Act 1928 
(Vic.), many of the questions 
arising in that case are equally 
applicable to the-case of com- 
panies registered under the Com- 
panies Act. 


The society was registered in Jan- 
vary, 1947, its objects being to ac- 
quire land and develop community 
housing settlements; and to assist 
its members to acquire houses. It 
received from its members what were 
described as “land deposits” and 
‘house deposits”; the former being 
paid in contemplation of the deposi- 
tors later on entering into contracts 
to purchase building blocks from the 
society, and the latter in contempla- 
tion of contracts to be entered into 
between the depositors and the 
society for the building of houses by 
the society for its members. 


Ballots were conducted from time 
to time to decide to which depositors 
land would be allotted, but when the 
society went into liquidation in Feb- 
tuary, 1954, there were some mem- 
bers who had paid their deposits but 
to whom no land had been allotted. 
One of the questions referred to the 
Court for its determination was 
whether these depositors were en- 
titled to rank as creditors in respect 
of the sums so paid by them. 

It was contended on behalf of the 
general body of creditors that they 
were not, the basis of this contention 
being that the acceptance of deposits 
by the society was ultra vires, so 
that no claim to recover them existed. 
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This contention depended on two 
things ; first, the acceptance of the 
deposits was not authorised by the 
society’s rules, and second, that their 
acceptance was contrary to the In- 


. dustrial & Provident Societies Act, 


which in Sec. 4 provides that no 
society shall receive deposits of 
money or in any way carry on the 
business of banking. This latter 
point was disposed of by treating 
the statutory prohibition as referring 
merely to the receipt of deposits as 
ah independent transaction, and not 
aS Oe which was part of an activity 
authosised by the rules of a society. 


The brmer point was met by the 
ruling that such an activity was at 
all events impliedly authorised: the 
doctrine O wltrq vires was to be 
applied reasonably. So the receipt 
of the deposits was NW wlirg yires: 
therefore the depositors ncerned 
were entitled to rank as crea: 
pari passu with the general credis 
—in respect of the amounts involved. 


The basis on which they were en- 
titled to recover was in the opinion 
of Dean, J., that there had been a 
failure of consideration; Smith, J., 
adopted the basis that the payments 
had been made upon a condition (e.g. 
that land would be made available) 
which had not been fulfilled; while 
Lowe, J., was content to adopt either 
basis. 

The next question which arose con- 
cerned the liability of members to 
pay amounts due on their shares, and 
it was here that the provisions of 
the Companies Act 1938 became im- 
portant, as the Industrial & Provi- 
dent Societies Act provides that on 
a winding-up the provisions of the 
Companies Act are to apply, with 
necessary modifications and substi- 
tutions. 


413 





What had happened was that the 
society had made calls on shares, but 
some calls had not been paid, and 
by the time liquidation ensued six 
years had expired, with the possibil- 
ity that the claim in respect of the 
unpaid calls was statute barred. The 
creditors claimed that notwithstand- 
ing this, the liquidators were entitled 
to sue for the recovery of the amount 
involved—some £3,200—either be- 
cause the effect of the Industrial & 


Provident Societies Act was to make - 


debts of this nature specialty debts 
(which would mean they had not yet 
become statute barred) or because 
upon liquidation a new and distinct 
cause of action arose enabling the 
liquidator to sue for unpaid capital. 
After careful examination of the 
provisions of the Companies Act 7- 
lating to the liability of contrDu- 
tories, the court held that this atter 
view was correct, “... in a }quida- 
tion”, said Dean, J. (at p. 578), “a 
new liability to pay the unpaid capi- 
tal on a member’s shares comes into 
existence and is payable by the mem- 
dator calls «~P Such capital”. 


¢ial question arose in connec- 
tie- With the alleged “withdrawal” 
«fom the society of some members. 
Sec. 282 of the Companies Act (Vic.) 
provides that “where a company is 
being wound-up all books and papers 
of the company ... shall as between 
the contributories of the company 
be prima facie evidence of the truth 
of all matters purporting to be there- 
in recorded”. The only evidence 
that certain members had withdrawn 
was that the ledger card of each of 
the members concerned contained 
the word “withdrawn”. There were 
two reasons why this was ineffective. 
The first was that ledger cards could 
not, perhaps, be called “books and 
papers of the company” for the pur- 
poses of Sec. 282, but the second, 
and more important, reason was that 
apart from the rules of the society, 
a member was not entitled to with- 
draw from membership; the rules 
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as to withdrawal in this case were 
invalid, for they made no provision 
for the return to a withdrawing 
member of money paid on his shares, 
Consequently, the “withdrawals” 
were invalid. 


Who Pays the Inspector? 


The Victorian case of Parr », 
Australasian Asiatic Trading & 
Engineering Co. Pty. Ltd 
(1958), A.L.R. 554 brings to 
light what, might be regarded 
as an anomalous—indeed, in 
some circumstances, an unen- 
viable—situation; namely, to 
whom may an inspector, ap. 
pointed under the Companies 
Act 1938 to investigate the af- 
fairs of a company, look for 
payment of his fees? 


Sec. 136 of the Act referred to 
gives power to the Governor in 
Council, on application by certain 
specified proportions of a company’s 
members or debenture holders, to 
appoint inspectors to investigate the 
affairs of the company, and provides 
that before making the appointment 
the Governor in Council may require 
the applicant to give security “for 
payment of the costs of the inquiry”. 
By Sub-section 9, the expenses of and 
incidental to the investigation are to 
be defrayed as follows: 


(a) if, as a result of the investiga- 
tion a prosecution is instituted 
by a law officer—out of moneys 
provided by Parliament; 


(b) in any other case—by the com- 
pany. (There are certain ex- 
ceptions to this, but they are not 
material to this note.) 


Now a cursory reading of these 
provisions would suggest that there 
is a statutory right given to an in- 
spector to recover his expenses from 
someone; that the only question 1s 
whether from the Crown or from the 
company. But the effect of the deci- 
sion is otherwise, for the court 
(Smith, J.) held that this section 


The Australian Accountant, September, 1958 





facil; 
their 
could 
satis: 
made 
ing 
accou 
these 


The ./ 


confers upon the inspector no right 
of action as against either the Crown 
or the company. 


The plaintiff sought to recover 
$3,428/0/4d. as money payable to 
him by the company by virtue of 
Sec. 186 for work of investigation 
done by himself and his staff. In 
the alternative, he sought a declara- 
tion that he was entitled to have the 
sum paid out of moneys provided by 
Parliament. As to £517/8/-, he suc- 
ceeded against the company on a 
daim for work and labour done, but 
this related to work done before he 
was appointed as an inspector; as to 
the balance, he failed. 


The “expenses of the investiga- 
tion” were held, on the true meaning 
of the section, to refer only to the 
expenses of the Crown, so that all 
that Sec. 136(9) did was to lay 
down how any expenses that the 
Crown might incur should be borne 
as between the Crown, the company 
and the applicants; it did not confer 
any rights on the plaintiff. Which, 
from the point of view of an inspec- 
tor, is not, perhaps, entirely satis- 
factory. 


It is true, as His Honour pointed 
out, that “inspectors, generally speak- 
ing, would fall into one or other of 
two classes. They might be persons 
such as magistrates or government 
auditors who would have any facili- 
ties and assistance that they might 
need furnished for them at the ex- 
pense of the Crown, and who would 
make no charge for their own ser- 
vices; or they might be persons such 
as public accountants who. would do 
the work and provide all necessary 
facilities and assistance as part of 
their ordinary practice and who 
could be expected to insist upon some 
satisfactory arrangements being 
made for their fees before undertak- 
ing the work .. .” But a public 
accountant who neglects to make 
these arrangements before under- 
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taking the work cannot, apparently, 
draw any comfort from the -provi- 
sions of Sec. 136. 


“Misconduct” in an Arbitration 


The decision of Diplock, J., in 
London Export Corporation Ltd. v. 
Jubilee Coffee Roasting Co. Lid., 
noted in this column in the issue of 
June, 1958, whereby he set aside an 
award because the umpire who gave 
it had remained with an appeal board 
while the board, in the absence of 
the parties to the dispute, deliberated 
on their decision, has been affirmed, 
on appeal, by the Court of Appeal 
((1958) 2 All E.R. 411). 


NEW VICTORIAN COMPANIES 
ACT 


A number of technical improve- 
ments will be made in Victoria’s new 
Companies Act if the amending Bill, 
which is scheduled for introduction 
in Parliament in September, is 
passed. 


The existing Companies Act, 
which has operated for 20 years, still 
ensures more information and protec- 
tion for the public than any other in 
Australia, but there is scope for 
improvement to meet to-day’s 
changed requirements. 


For many months, the Govern- 
ment has been obtaining opinions 
and advice from interested authori- 
ties including the company law 
revision committee of the Australian 
Society of Accountants. As a result 
the new Act is likely to incorporate 
changes affecting— 


Companies seeking deposit money from 
the public; 


Removal of public company 
from office; 


Mining companies, which will be brought 
into the general provisions of the Act in 
more respects; 


Altering a company’s memorandum; 
Registering a proprietary company. 


directors 
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APPLICATIONS OF STATISTICAL METHOD 


By F. K. WRIGHT. 


Statistical Method Applied to Control 
over Coin Collection. 


HE employment of collectors to 

clear coin-in-the-slot machines 
often gives rise to a rather difficult 
problem of control and audit. There 
are various mechanical devices for 
avoiding this problem: by building a 
check on receipts into the machine 
itself (e.g., counters on turnstiles), 
or by denying the collector access to 
the coins (e.g., by providing locked 
containers, to be opened in the office). 
But in many cases no such device is 
provided, and the question arises: 
how can the accountant satisfy him- 
self that the collectors are efficient 
and honest. 


To illustrate the problem, let us 


assume that a municipality employs 
five men to collect the revenue from 





———— 


HIS is the first of a series of 

articles to be published in “The 
Australian Accountant” to illustrate 
the application of statistical techni- 
ques to some problems. They do not 
purport to explain the mathematical 
theory behind the techniques, which 
can be found in the standard texts. 





its parking meters. The meters are 
divided into five “rounds”, and each 
man stays on a particular round for 
one week, returning to the same 
round every five weeks. 


The collection results for a period 
of five weeks are shown in the follow- 
ing table; the letter opposite the 
amount indicates the round on which 


TABLE 1. 
AMOUNTS PAID IN BY COLLECTORS 
(To nearest £) 





Week 2 


Collector 
114 B 


98 D 
162 A 
103 C 
132 E 


3 4 


100 D 
135 A 
122 C 
123 E 
116 B 


95 C 
86 E 
95 B 
71 D 
134 A 





From this table, the following totals are readily obtained: 
TABLE 2. , 





613 
532 
635 
557 
609 


2946 


740 
553 
551 
472 
630 


——— 


2946 


—_—— 


Round A 
Round B 
Round C 
Round D 
Round E 


639 
609 
481 
596 
621 


2946 
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the collector was engaged during Now the test of significance is 
that week. made by dividing the mean square of 
It is evident from the tables that the residual variance (52.9) into the 
Brown and Jones have paid in con- mean square of the variance to be 
siderably less money than Black, _ tested (in this case, 368.2) and look- 
Green or Smith; but with collections ing up the resulting ratio (7.0) in 
varying so greatly from week to the tables at the rear of the book 
week and from round to round, that (pp. 183-186). From these tables, 
fact need not reflect on the honesty _it appears that the ratio of 7.0 is 
of those two men. Looking at Table “significant at the 1% level”: in 
arene pol anatey presi “ol other words, the chances are more 
five weeks (week 2), while in another pond hes a such a variance 
week (week 4) his return was the . ew 
highest. We would conclude, therefore, that 
The problem, then, is how todisen- Brown and Jones have been either 
tangle the variations due to differ- lax or dishonest in their collections. 
ences in the honesty or efficiency of 
collectors from the other fluctuations It is important to recognise the 
that are bound to occur. Fortu- limitations of this technique. While 
ately, a statistical technique is avail- 4 “significant” result does indicate, 
able to deal with just this kind of with considerable probability, that 
problem. . there has been laxity or dishonesty, 
— technique, ymin ee _— a “non-significant” result does not 
of variance , 1S described in mos prove complete efficiency and 
textbooks of mathematical statistics. honesty. In particular, a non-signi- 


To carry out the calculations, nO 4 ont result would be obtained if all 


mathematical knowledge is needed 
beyond the ability to add, subtract, 
divide and refer to tables. 


In applying this technique to the 
above figures, I have followed the 
worked example given by K. A. 
Brownlee, in his book Industrial Ex- Pe - 
perimentation (4th edition, H.M.S.O. A non-significant result will also 
1949), chapter XIII, at p. 145. The occur if the collection losses are small 
result has been the following variance compared with the random fiuctua- 
breakdown: tions in revenue. 


the collectors were equally dishonest 
—for instance, if each one consis- 
tently pocketed a quarter of the tak- 
ings. But this could scarcely happen 
without extensive collusion. 


TABLE 3. 
ANALYSIS OF VARIANCE. 





Source of variance Sum of squares Degrees of freedom Mean square 
8182.2 4 2045.5 
3127.4 4 781.8 
1473.0 4 368.2 
634.8 12 52.9 





13417.4 24 
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Letter to the Editor 





“The Increasing Overhead Burden” 


HILE I read Mr. C. C. Smith’s article 
on “The Increasing Overhead Burden” 
in the July issue of The Australian Ac- 
countant, I kept hoping that I was travel- 
ling a road that would lead me to new 
and exciting scenes. But at the end I 
found I was on a dog track which led 
nowhere except back on itself, and the 
old familiar ground still lay under my 
feet. I did meet a few hares, but when 
I looked closely, I found they were mech- 
— ones and of course pretty dead at 
that. 


We aill 
structure is becoming more complex, as 
man’s exploitation of the wealth around 
him spreads its widening circles (you can 
think of the impact of the industrial revo- 
lution as the stone in the pool). 


But if we are going to discuss economics, 
surely we must think about real wealth 
and not work out schoolboy sums about 
workers’ hourly rates in 1757. I am not 
an economist, but if I were, I should now 
be a deep shade of purple at Mr. Smith’s 
oh-so-neat explanation of the “parity” of 
labour costs per unit now and then. I do 
think that it is in the realms of a fantasy 
on a theme, rather than an explanation, 
simplified or not. 


Well, then, having discarded labour cost 
as being the cause of the astronomic rise 
in prices over the last 200 years, we are 
then invited to look at the real nigger in 
the woodpile—overhead—and a burdensome 
overhead at that. This is not as mixed a 
metaphor as it looks because this nigger 
is devilish clever and growing to frighten- 
ing proportions, or so Mr. Smith would 
have us believe. 


I feel that we must keep in mind that 
the present empiric division of costs into 
material, labour and overhead is a con- 
venient and useful method of accounting 
control, but no more, and we should not 
arrogate to our nigger a position above 
his true menial station. It is natural that, 
as our work structure gets more compli- 
cated, we dump more and more items of 
cost into overhead, or to preserve the 
metaphor, our black man waxes fat on the 
new dishes we keep feeding him. Then 
we get frightened at his size and chop him 
up into smaller portions—administrative 
overhead, selling overhead and lo! horribile 
dictu they, too, grow big before our eyes. 
But it is really only a system of dividing 
up costs which suits our present methods 
of control, and we mustn’t let it mask 
the true nature of things. After all there 
are heaps of other people’s man-hours and 


recognise that the economic 
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depreciation and what not in the ray 
material cost of the unit we are produej 

and lashings of someone else’s materia) 
costs in our overhead and so on, and go op 
but this sort of thing eventually leads y 
to the edge of the abyss and that way 
madness lies, they tell me. 


However, to return full circle to wher 
I started (it’s that dog track mentality 
again) we mustn’t confuse our fevere 
brains by mixing up the economics of our 
society with systems and procedures of 
accounting. They belong to the same 
family but they live in different houses, 
If, with a flick of the wrist, or the pen, 
our accountants keep burdening the burden 
with more and more cost items, it doesn’t 
make any difference to the fact that man 
in the mass lives better today—far better 
than he did 200 years ago. He is making 
much better use of the wealth of nature's 
resources, he is constantly fashioning new 
and wonderful machines and processes out 
of the resources of his own mind, and the 
Way accountants play with their blocks 
can at most be a minor help or hindrance 
to this inexorable process. 


I know now what the faint sound was 
which I kept hearing while reading Mr. 
Smith’s article. It was the honk of a 
wild goose winging overhead. 


J. B. SWANSON, DIP.COM., A.A.S.A., A.UA 
Adelaide, S.A. 


In October Issue 





“Accounting by Electronic Methods” 


The Council of The Institute of Char- 
tered Accountants in England and Wales 
has recently issued a 24-page statement 
entitled Accounting by Electronic Methods. 


The publication provides valuable infor- 
mation covering the main phases of 
accounting by electronic methods, the 
nature of the equipment and the problems 
associated with its use. 


The Institute of Chartered Accountants 
in England and Wales has _ graciously 
granted permission to The Australian Ac 
countant to publish the complete statement 
for the information and guidance of the 
journal’s readers, and it will appear in 
the October issue. 


Accounting by Electronic Methods deals 
with this pertinent subject in a thorough 
yet concise manner, and its publication in 
the October issue of The Australian Ac 
countant. will provide members with an 
authentic survey of the subject and 8 
convenient source of reference. 
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TAXATION 


NOTES ON SELECTED TAX CASES 


REPRESENTATION BEFORE 
ROYAL COMMISSION 


J] EGAL fees for representa- 

tion before a Royal Com- 
mission inquiring into allega- 
tions of unfair trading practices 
were held by the Board of Re- 
view to be an allowable deduc- 
tion (Section 51 of the Income 
Tax Assessment Act). 


The taxpayer company carried on 
business as builders, estate agent&, 
valuers, financial agents, mortgage 
and insurance brokers. Statements 
were made against the company in 
the House by a Member of Parlia- 
ment alleging that the company had 
indulged in unfair and dishonest 


trading practices, and subsequently a 


Royal Commission was appointed to 
investigate and report on those alle- 
gations. 


The company incurred expenditure 
totalling £4,252, representing legal 
fees for representation before the 
Royal Commission, extensive news- 
paper advertising refuting the alle- 
gations, and other expenditure of a 
similar nature. 


The managing director of the com- 
pany stated that if the expenditure 
had not been incurred, the company’s 
business would have suffered. It 
was claimed that a vigorous defence 
had to be made against the charges 
investigated by the Commission, 
otherwise the future earning capacity 
of the company would have been 
seriously affected, and actions might 
have been initiated by clients for the 
recovery of alleged overcharges on 
Previous contracts. Actually, al- 
though the Royal Commission found 
that certain of the allegations were 
true, no court actions resulted. 
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By D. C. WILKINS, B.coM., A.A.S.A. 


The Commissioner had taken the 
view that the expenditure concerned 
was incurred for the preservation of 
the capital structure of the company 
and was therefore of a capital nature. 
The chairman of the Board of Review 
(7 C.T.B.R. (N.S.) Case 48) sub- 
stantially agreed. 


The two members of the Board 
took a different view. They were of 
the opinion that the purpose and 
effect of the expenditure was to en- 
able the company to carry on its 
business as it had done in the past. 
The company gained no enduring ad- 
vantage, it did not improve its future 
earning capacity nor increase the 
value of its goodwill, and there was 
no change in the constituent elements 
of the profit-yielding subject. Ac- 
cordingly, the Board held that the 
expenditure incurred was not of a 
capital nature, and should be allowed 
as a deduction under Section 51. 


The Commissioner has lodged no- 
tice of appeal to the High Court. 


DISTRIBUTION BY LIQUIDATOR 


E Board of Review con- 

sidered the application of 
Section 47 of the Income Tax 
Assessment Act to a distribu- 
tion, by a liquidator of a private 
company, of income applied to 
replace a loss of paid up capital. 


In June, 1947, when a private com- 
pany went into liquidation, its share- 
holders’ funds amounted to £5,006, 
representing paid up capital of 
£23,662 less accumulated losses of 
£18,656. 


Creditors were paid in full, and 
in September, 1947, the liquidator 
made a distribution of 4s. 1d. in the 
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£, believing that was a final distri- 
bution of the company’s assets. 


An application was made to the 
Commissioner for a clearance under 
Section 215, but this was withdrawn 
when it was learned that the com- 
pany, which had carried on business 
as graziers, would probably receive 
some further payments from the 
Australian Wool Realisation Com- 
mission. 


Payments from the A.W.R.C. were 
received in December, 1949, April, 
1952, March, 1953, and July, 1953. 
The amount received in December, 
1949, was offset against losses of 
previous years, but due to the lapse 
of time as provided by Section 80, 
the subsequent payments were not 
absorbed by the accumulated tax 
losses, and became subject to tax in 
the company’s hands. 


For the year ended 30 June, 1953, 
the taxable income of the company 
was £399, and the distribution ne- 
cessary to avoid Undistributed Profits 
Tax was calculated at £159. 


On 14 July, 1953 (within the “pre- 
scribed period” for the year ended 
30 June, 1953) an amount of £493 
was distributed to the shareholders 
of the company. The question there- 
fore was whether this distribution 
was a dividend for the purpose of the 
Division 7 calculation. 


Section 47 provides, broadly, that 
distributions by a liquidator, to the 
extent to which they represent income 
derived by the company other than 
income which has been properly ap- 
plied to replace a loss of paid up 
capital, are deemed to be dividends. 


There was no doubt that there was 
a loss of paid up capital; the share- 
holders had received only about 6s. 
in the £, and no assets were available 
for any further distribution. The 
payments from the A.W.R.C., al- 
though representing income derived 
by the company, had been used to 
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restore part of the company’s sub. 
stantial loss of capital. 


The Board of Review therefore 
agreed with the Commissioner’s de 
cision that the distribution consisted 
of income “properly applied to re 
place a loss of paid up capital” and 
therefore was not deemed to be a 
dividend for the purpose of Section 
47. The assessment of Undistributed 
Profits Tax on the amount of £159 
was confirmed. 


Incidentally, , the shareholders 


should not have been subject to tax 
on the distribution by the liquidator 
which was not deemed by Section 47 
to be a dividend. 


The case is reported in 7 C.T.B.R. 
(N.S.) Case 39. 


PAYMENT FOR LONG SERVICE 
LEAVE 


ALARY for a period of long 
service leave, credited by 
direction of the employee to a 
savings account and after re 
tirement withdrawn by him, 
was held by the Board of Re 
view to be assessable in full 
under Section 25 of the Income 
Tax Assessment Act. 


Whether an amount paid to an em- 
ployee at or about the time his em- 
ployment terminates, or he changes 
his job, is to fall within the provi- 
sions of Section 26(d) of the Income 
Tax Assessment Act, and thus be 
taxed to the extent of 5% only, is 
a question which has had to be con- 
sidered on many occasions by Income 
Tax Boards of Review. 


Sometimes all the requirements of 
the sub-section are fulfilled without 
effort by the recipient; sometimes 
there appears to be no doubt that 
appropriate arrangements need be 
made to ensure that the amount 1s 
paid in a lump sum in consequence 
of retirement from, or the termina 
tion of, an office or employment. 
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7 C.T.B.R. (N.S.) Case 76 con- 
cerned an occasion where the tax- 
payer set out to tailor the circum- 
stances of his retirement to the re- 
quirements of Section 26(d). The 
amount concerned was a payment for 
his entitlement for long service leave. 

The taxpayer was a teacher em- 
ployed by the South Australian Edu- 
cation Department. He applied, on 
24 May, 1954, to be retired on medi- 
cal grounds, and asked the Education 
Department that if long service 
leave was to be granted to him, pay- 
ment for it should be made to him 
on 6 December, 1954, the anticipated 
date of his retirement. 

Long service leave was granted 
from 9 June to 5 December, 1954, but 
the Department informed him that 
it was not able to accede to his re- 
quest that he be paid, on the retire- 
ment date, an amount in lieu of leave. 

He then requested the Department 
to pay his salary during the long 
service leave to a voluntary savings 
account, a section of the South Aus- 
tralian Superannuation Fund. This 
was done, and in March, 1955 (three 
months after his retirement) he 
drew a cheque from his savings ac- 
count and paid it to the Department, 
which in turn paid it into the tax- 
payer’s savings account in a lump 
sum. All this was arranged in order 
to make it appear that the Depart- 
ment had merely set aside his salary 


into a fund, and later paid an equi- 
valent amount to him in consequence 
of his retirement. 

The effort expended was not suc- 
cessful. The Board of Review stated 
that the amounts paid fortnightly 
into taxpayer’s voluntary savings ac- 
count were under his control and 
could have been withdrawn by him. 
Those amounts were so paid to him 
as a consequence of his having been 
granted long service leave, and al- 
though he did not actually receive 
the money until March, 1955, it was 
received on his behalf by those who 
controlled the Superannuation Fund. 

Section 19 provides that “Income 
shall be deemed to have been derived 
by a person although it is not actually 
paid over to him but is re-invested, 
accumulated, capitalised, carried to 
any reserve, sinking fund or insur- 
ance fund however designated, or 
otherwise dealt with on his behalf 
or as he directs”. 

The Board held that the amounts 
due to the taxpayer during his leave 
were receipts of income, and that 
they were deemed to be derived as 
and when they were so dealt with 
on his behalf. Consequently, the 
amount actually received by him 
from the Department subsequent to 
his retirement was money which al- 
ready was his, and could not there- 
fore fall within the scope of Section 
26(d). 





Payments to Service Stations for Going One-Brand 


Full High Court gives Judgment on the “Shell” Agreements. 


N an article in “The Australian 
Accountant,” May, 1957 issue, a 
summary was given of three income 
tax cases which were concerned with 
the question whether benefits re- 
ceived by a service station proprie- 
tor directly or indirectly connected 
with his covenant to sell only one 
company’s petroleum products re- 
presented income in his hands. 
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The case of Dickenson v. Federal 
Commissioner of Taxation (1957) 
7 A.I.T.R. 257, which originally was 
heard by a single Judge of the High 
Court, involved five agreements be- 
tween the Shell Company and the 
garage proprietor. A summary of 
oo agreements is repeated, as fol- 
ows: 


(a) Supply Agreement. The oil company 
agreed to sell and deliver at the ser- 
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vice station its petroleum products and 
to provide technical assistance. Tax- 
payer agreed to purchase exclusively 
from the oil company to the extent of, 
at least, an agreed minimum number 
of gallons of petrol and oil each 
month. 

This agreement was for a period of 
ten years, and it did not involve any 
payment by the oil company to the 
taxpayer. 


First Covenant Restraining Trade. 
The taxpayer agreed that he would 
not, within 24 years of the date of 
the agreement, within a radius of 
five miles of the existing service 
station, “open or carry on or conduct 
or be engaged, concerned or interested” 
in any other garage unless arrange- 
ments were made under which that 
garage exclusively dealt in the products 
of the oil company. In consideration 
for this covenant, the oil company paid 
the taxpayer £2,000. 


Second Covenant Restraining Trade. 
This agreement was similar to (b) 
above, and covered to a period of 24 
years from its expiration. A similar 
consideration (£2,000) was payable to 
the taxpayer under this agreement. 


(d) First Lease Agreement. Taxpayer 
leased the land on which the garage 
was situated to the oil company for 
a period of ten years. 


Second Lease Agreement. The oil 
company sub-let the premises to the 
taxpayer for the same ten years. The 
rent reserved by these two agreements 
was the same. 


Taylor J. held that the payments 
received by the taxpayer were not 
received for the sale or sterilisation 
of a capital asset, and were receipts 
of income. 


The taxpayer appealed to the Full 
High Court; the appeal is also re- 
ported in 7 A.L.T.R. at p. 257. 


Williams J. said: “It is clear that 
the two (covenants) are not inde- 
pendent documents, that they are 
interconnected with the other three 
documents, and that each of the five 
documents forms part of the one 
transaction. It could hardly be sug- 
gested that Shell would have been 
prepared to pay the appellant £4,000 
simply to secure the covenants con- 
tained in the deeds if Shell had not 
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been able to secure the supply agree. 
ment. The substance of the trans- 
action taken as a whole is that the 
appellant promised Shell that for a 
period of at least ten years he would 
sell only Shell products at the Kings. 
grove service station and he also 
promised that, for a period of five 
years, within a radius of five miles 
from that station, he would not be- 
come interested or concerned directly 
or indirectly in any business of a 
service station other than a station 
at which the products of Shell were 
exclusively sold. The £4,000 was in 
terms paid in consideration of the 
second promise, but that promise 
would have been of no benefit to 
Shell without the first promise.” 


Further comments on the mean- 
ing and effect of the various 
agreements were made by Kitto 
J.. who said: “The appellant 
received under the (two deeds of 
covenant) £4,000 and gave little in 
return. He entered into two restric- 
tive covenants for consecutive 
periods, but they were covenants of 
doubtful validity and _ still more 
doubtful practical value to the Shell 
Company ... there is no need to 
form any concluded view as to 
whether these covenants were void 
as being in unreasonable restraint 
of trade. Suffice it to say that to 
the legal advisers of the Shell Com- 
pany it must have been obvious that 
if proceedings should ever be con- 
templated a serious question of valid- 
ity would almost certainly arise. It 
seems incredible that the two coven- 
ants, covering only five years be- 
tween them, were considered by 
either side to be worth by themselves 
£4,000. The appellant, in giving 
evidence, did not suggest it. The 
correct conclusion seems to be that 
the £4,000 was really the substantial 
consideration paid to the appellant 
for the benefits which the Shell Com- 
pany got from the entire transaction 
to which the five documents gave 
effect. The inference seems 
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clear that the deeds of covenant, 
though no doubt genuinely intended 
to operate according to their terms, 
were a means adopted in order to 
throw the money consideration in 
the transaction against restrictive 
covenants in the hope that thereby 
it might be given, or given more cer- 
tainly than otherwise would be the 
case, a capital flavour. Not that any 
dishonesty was practised; but the 
only reasonable explanation of what 
was done seems to be that account- 
ants, or lawyers, or both, considered 
that a transaction which might pos- 
sibly be held to make the £4,000 liable 
to income tax in the appellant’s hands 
if carried out in some ways would 
or might make it free of income tax 
if carried out in the way that was 
adopted”. 


The Court’s comments on this mat- 
ter seem clearly to indicate that the 
attempt which was apparently made 
to relate the payments totalling 
£4,000 only to the restriction on the 
taxpayer’s possible future trading 


activities was, in their view, ineffec- 
tive. The single Judge in the earlier 
case, and the Judges in the appeal, 
adopted the view that the two pay- 
ments of £2,000 were “part and par- 
cel of the whole transaction evidenced 
by the five documents”, and the ques- 
tion whether those payments were 
of an income or capital nature was 
considered therefore in relation to 
the whole of the commitments en- 
tered into by the parties, and not 
only in relation to those relating to 
the restrictive covenants. 


By a majority of three to two, the 
Court decided that the payments 
were of a capital nature. 


Dixon C.J. considered that the 
sums were paid in return for “an 
effective tie of the taxpayer’s busi- 
hess to one wholesale vendor of pet- 
rol. The appellant’s business consti- 
tuted a profit yielding organisation 
of a definite structure under his con- 
trol and he received the money as 
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part of an inducement to change a 
feature of it. Even if the amount 
paid was regarded as compensation 
for a future loss of profits which 
the restriction might involve, or as 
an incentive to promote sales, it 
should still be regarded as a capitali- 
sation of those elements”. 


Williams J. stated: “Where a per- 
son agrees to restrict his personal 
activities and the use of his capital, 
the consideration he receives for 
doing so may be income or capital. 
If the consideration takes the form 
of recurring payments, these pay- 
ments may well be considered to be 
a quid pro quo for the profits the 
covenantee would have made if he 
had not withdrawn from such acti- 
vities and be income. ... But where 
the consideration takes the form of 
a lump sum, so that it appears to 
represent a quid pro quo for giving 
up a substantial sphere of activity 
which would otherwise be open to 
the covenantee, it would prima facie 
be capital”. 


Kitto J. stated: “The learned judge 
of first instance . . . reached the 
conclusion that the payments were 
in the nature of income because their 
substantial purpose was not to pay 
the appellant for entering into nega- 
tive covenants but was to induce him 
to devote his energies and the re- 
sources of his business to increasing 
the sale of Shell products. With 
great respect, I do not feel able to 
reach the same conclusion. The 
transaction as a whole if looked at 
from the appellant’s point of view 
was, I think, in essence restrictive. 
The ultimate result which the Shell 
Company sought was, of course, an 
increase in the sales of its products; 
but the actual transaction with which 
we are concerned was confined al- 
most entirely to the exclusion of com- 
petitors from that part of the trade 
in petroleum products which would 
be done at the appellant’s garage”’. 
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The cases therefore rested on the 
individual Judges’ views on the effect 
of the various documents, and, to 
say the least, the agreements ap- 
peared to permit of a variety of in- 
terpretations. Those responsible for 


the preparation of the agreements 
succeeded ultimately in having the 
payments involved excluded from the 
garage proprietor’s assessable in. 
come, but the victory did not appear 
to be a resounding one. 





INCOME TAX ON DIVIDENDS’ 





PART TWO: Dealing with income 
tax law as it relates to: (i) Dividends 
received by residents of Australia 
from non-resident companies; (ii) 
Dividends received by non-residents 
of Australia from Australian sources. 





NON-RESIDENT COMPANIES 


The assessable income of a share- 
holder who is a resident of Australia 
includes dividends paid to him by a 
company which is a non-resident of 
Australia out of profits derived by 
the company from any source (Sec- 
tion 44). 


In the first place, therefore, the 
Australian resident shareholder in 
a non-resident company is subject to 
tax on the dividends he receives in 
the same manner as he would be 
taxed if the dividend had been paid 
bv a company resident in Australia. 
Thus, if the recipient Australian 
shareholder is a company, the divi- 
dend from the non-resident company 
would be included in assessable in- 
come, but a rebate would be allowed 
of the amount obtained by applying 
against the dividends included in tax- 
able income the average rate of pri- 
mary company tax payable by the 
shareholder company (Section 46). 





*Part 1 of this article appeared in the August 
1958 issue of ‘“‘The Australian Accountant”’. 
It dealt with the matter of dividends received 
by residents of Australia from companies 
resident in Australia. 
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If the recipient Australian share 
holder is an individual, no Section 46 
rebate is appropriate. 


In many instances, however, the 
country of residence of the company 
paying the dividend seeks to impose 
income tax on those dividends. If 
this is done, however, the recipient 
Australian shareholder does not 
thereby escape Australian tax. 


Dividends, in this respect, are 
treated differently from other classes 
of income. Section 23 (q) of the 
Income Tax Assessment Act pro- 
vides that income derived by a resi- 
dent of Australia from sources out of 
Australia, where that income is not 
exempt from income tax in the coun- 
try where it is derived, shall be 
exempt from Australian tax. But 
Section 44 provides that this exemp- 
tion of income taxed in the country 
of origin does not apply to dividends. 


It will be apparent, however, that 
if the dividends are subject to tax 
in the country of residence of the 
paying company, a measure of double 
taxation would arise if those divi- 
dends were taxed again in Australia 
without any relief. 


The relief from double taxation of 
dividends received by Australian 
residents is effected as follows: 


(i) By the operation of Section 45, 
which provides for a credit for 
income tax paid abroad on ex- 
Australian dividends. 


The Australian Accountant, September, 1958 





(ii) By the operation of double taxa- 
tion agreements entered into by 
Australia with the United King- 
dom, the United States, and 
Canada. The effect of these 
agreements will be considered 
in part 3 of this article. 


Credit for Tax Paid Abroad 


Section 45 provides for the allow- 
ance of a tax credit 
(i) to resident shareholders who 

receive a dividend from a non- 
resident company which is paid 
out of profits derived by the 
company from sources out of 
Australia, 

(ii) in respect of income tax im- 
posed on the dividend by the 
country in which the company 
is resident. 

No credit under Section 45 is al- 
lowed in respect of ex-Australian tax 
payable on that part of a dividend 
fom an ex-Australian company 
which 
profits, 


This tax credit applies only to resi- 
dents of Australia—a non-resident 
of Australia is not subject to Aus- 
tralian income tax on dividends paid 
by a company out of profits derived 
from sources out of Australia. 


In order to benefit from the pro- 
visions of Section 45, the recipient 
Australian shareholder must have 
paid “either directly, or by deduction 
from the dividend, income tax in re- 
spect of that dividend for which he 
was personally liable under the law 
of that (ex-Australian) country”. 
Difficulties often arise in determin- 
Ing whether the shareholder was 
“personally liable”, for the ex-Aus- 
tralian tax imposed in respect of the 
dividend. 


For example, in Ceylon and 
Malaya, the method of taxing com- 
panies and shareholders is, generally, 
as follows: 


is paid out of Australian 
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(a) The company pays tax on its 
income 


from dividends paid to share- 
holders, the company may de- 
duct and retain tax at a rate 
substantially equivalent to the 
company tax rate. 


(b) 


A non-resident shareholder is 
liable to tax on the gross divi- 
dend. 


(d) The tax deducted by the com- 
pany from the dividend is set 
off against the tax charged to 
the shareholder in respect of 
the dividend. 


The question is—has the share- 
holder receiving a dividend (less 
tax) from the Cingalese or Malayan 
company paid income tax in the 
country of origin for which he was 
personally liable? The High Court, 
in Hughes v. Federal Commissioner 
of Taxation (1958) 7 A.I.T.R. 182 
decided in the case of certain divi- 
dends from a Malayan company, 
that the tax deducted by the com- 
pany did not represent a dividend 
for the purpose of Section 44, and so 
only the net dividend should be 
assessed to Australian tax. The 
question of a Section 45 credit did 
not therefore arise; the shareholder 
was regarded as not having paid any 
Malayan tax in respect of the divi- 
dend which was actually received by 
him. 

This decision of the High Court 
probably over-rules that given by 
the Board of Review in 6 C.T.B.R. 
(N.S.) Case 51, where it was held 
that although the Australian share- 
holder had not paid (by deduction 
from the dividends received from a 
Ceylon company) tax for which he 
was personally liable under the tax 
laws of Ceylon, yet he had paid such 
a tax directly when the tax deducted 
from the dividend had been offset 
against tax assessed to him by the 
Cingalese tax authorities. The Com- 


(c) 
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missioner has lodged notice of appeal 
to the High Court against this de- 
cision of the Board. 


Apart from complications such as 
those referred to above, the credit 
provided by Section 45 should be 
allowed if the Australian share- 
holder has to pay ex-Australian in- 
come tax on dividends received from 
an ex-Australian company. 


The credit allowed is calculated 
as follows: 


(a) Where the whole of the dividend 
is paid out of profits derived by 
the company from sources out of 
Australia, the Section 45 credit 
is the amount of the ex-Austra- 
lian tax on the dividend, or the 
Australian tax on the dividend, 
whichever is the less. 


Where only part of the dividend 
is paid out of Australian profits 
derived by the company, the 
Section 45 credit determined as 
in (a) above, is reduced pro- 
portionately, according to the 
extent to which the dividend is 
paid out of Australian profits. 


NON-RESIDENT 
SHAREHOLDERS 


The assessable income of a share- 
holder who is a non-resident of Aus- 
tralia includes dividends paid to him 
by a company to the extent to which 
those dividends are paid out of pro- 
fits derived by the company from 
sources in Australia (Section 44). 


Dividends received by residents of 
the United Kingdom, the United 
States, and Canada from Australian 
sources are subject to the provisions 
of the double tax agreements; these 
are to be discussed in part 3 of this 
article. 
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The general provisions of the In. 
come Tax Assessment Act will there. 
fore apply to dividends received by 
residents of other countries out of 
profits derived by the paying con- 
pany from sources in Australia. 


It appears, from the decision of 
the High Court in the case of Com- 
missioner of Taxation (N.S.W.) y. 
Freeman (1956) 6 A.I.T.R. 225, that 
the immediate or direct source of the 
dividend is the situation of the shares 
on which it is paid. 


Section 23 (r), however, operates 
to exempt income derived by a non- 
resident from sources wholly out of 
Australia. Thus, if the source of the 
dividend were wholly ex-Australia, 
the non-resident would not be taxed 
on it in Australia. On this aspect, 
there has been a considerable amount 
of argument as to whether, if a divi- 
dend is paid on shares registered on 
a share register out of Australia, the 
dividend should be exempt because 
of Section 23 (r), even though the 
profits from which the dividend is 
paid are partly or wholly Australian 
profits. 


The Board of Review, in 6 
C.T.B.R. (N.S.) Case 35 took the 
view that although the direct source 
of the dividend was the register on 
which the shares were registered 
(out of Australia) the indirect or 
ultimate source was the Australian 
profits from which the dividend was 
paid. Therefore, the dividend could 
not be said to be derived wholly from 
sources out of Australia, and so the 
exemption provided by Section 28 
(r) did not apply. Consequently, the 
dividends were treated as assessable 
to the non-resident to the extent to 
which they were paid out of Austra- 
lian profits, in accordance with the 
provisions of Section 44 (1) (b). 
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AN UNFINISHED TASK 


By C. B. 


eo tumult and the shouting has 
died, at least for the present. 
Articles on accounting and changing 
price levels are no longer flooding in, 
because the inflationary spiral has 
lost its impetus. As Mr. T. A. Hiley 
said in New Zealand some three years 
ago, “Sometimes such a problem can 
be better considered in a leisurely 
time of stability rather than follow 
the feverish impulse of an economy 
under strain”. 


The present is such a time. So let 
us put on our thinking caps and try 
to think this problem through to a 
logical conclusion. 


Some are still prepared to argue as 
to whether or not we make a profit 
when we sell something for less than 
we paid for it, but more than it costs 
us to replace it. Some appear to be- 
lieve that it is only proper to consider 
how many pounds are on hand at the 
conclusion of a transaction, as com- 
pared with the pounds on hand when 
the transaction was commenced; and 
improper to consider any alteration 
in the purchasing value of the pound 
while the transaction was in progress. 


However, if a gentleman, Ameri- 
can style, purchased a government 
bond for 750 dollars (at that date 
possibly the price of a modest auto- 
mobile) and ten years later received 
1,000 dollars upon the maturity of 
the bond, only to find that he now 
had half the price of an automobile, 
and that much the same applied to 
any other commodity he chose to pur- 
chase, did he make a profit? 


As accountants bound by the con- 
cept of historical costs which has 
been blessed by the most senior 

les of our profession, surely we 
should inform the gentleman that he 
did make a profit, but could we in 
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our hearts really blame him if he 
thought the accountants giving him 
such advice were foolish? 


There is another and vital reason 
why we should again consider this 
unresolved accounting question. 


In June, 1957, Mr. Reginald L. 
Kayler, General Counsel and Direc- 
tor of Education, Life Underwriters’ 
Association of Canada, wrote: 


“T have always carried in my in- 
terview file a one-page table of statis- 
tics prepared by the American Bank- 
ers’ Association, covering the 150- 
year period from 1800 to 1950. Asa 
basis for comparison the dollar was 
valued at 100 cents in 1800. There 
have been many cycles in the pur- 
chasing power of the dollar during 
that period but at no point has one 
cycle gone more than 20 years in one 
direction before reversing the trend. 
The value of the dollar has inter- 
sected the par line no fewer than ten 
times in the 150 years. The last time 
the purchasing power of the dollar 
was exactly 100 cents was in 1943.” 


Since World War II it has hardly 
been considered polite to use the word 
“depression”, but a pre-war econo- 
mist would have had no such inhibi- 
tions. Today he would be saying 
that all signs now pointed to the free 
world having reached the levelling off 
stage which preceded a decline in the 
business cycle. 


Of course, so much may have been 
learned about the management of 
money that this no longer will be 
true. On the other hand this much 
may not have been learned. There is 
the likelihood that within three years 
we will have entered a period of de- 
clining commodity prices, when the 
purchasing value of money will be 
rising. Actually this would be a 
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sign of material abundance and 
should logically usher in increasing 
prosperity for all. So far this has 
never been the case. 


We accountants are in no way re- 
sponsible for the fluctuations in the 
value of money, but, by holding to the 
concept of historical costs, we have 
made the picture appear much rosier 
than it really was during periods of 
inflation. Similarly we have made 
the gloom appear even murkier than 
it really was during periods of defla- 
tion. Thus we made an active con- 
tribution to the depressior. veing suf- 
fered at such times. 


Let us suppose a simple case. A 
man sets out in the morning having 
purchased two dozen articles, let us 
call them Betta bottle openers, and 
proceeds to hawk them from door to 
door. His purchase price was 1/6 
each and he hoped to sell them at 2/- 
each. However, selling is difficult 
and he cuts his price as the day goes 
on, finally clearing the lot at an aver- 
age price of 1/9 each. However, in 
spite of his small margin, he believes 
he has made a profit of 3d. each, or 
6/- on the two dozen. So, on his way 
home he again purchases two dozen 
identical openers, ready for the next 
day’s efforts, but finds that the 
manufacturer has reduced his price 
to 1/3 each. How has he really 
fared? 


Well, before he reaches home this 
man calls upon a friend who is an 
accountant and asks him the correct 
way to figure these things out; and 
his friend shows him how to set out 
his trading account in the following 
manner: 








By sales .. ..2 2 0 
» Stock on 


han 
(evening) .110 0 


To stock on 
hand 
(morning) 

»» Purchases 
» &ross pro- 
ae de 4h cs 


116 0 
110 0 
6 0 


£312 0 £312 0 








Nevertheless, the hawker who 
started the day with two dozen bottle 
openers, still has two dozen bottle 
openers, indistinguishable from the 
ones he had in the morning, plus 12/- 
in cash. As this is a time of falling 
prices, he finds his 12/- «ill buy as 
much food and drink, clothing or 
practically any other commodity, as 
12/6 or 13/- would have purchased 
the day before. 


Furthermore the Commissioner of 
Taxation will accept the accountant’s 
assessment of the man’s profit and 
only tax him accordingly. Indeed, 
there is only one fly in our hawker’s 
ointment, he still needs his twelve, 
now more valuable, shillings to dis- 
charge a debt of 12/- which he had 
contracted a week previously. In 
all other respects he is better off than 
he would have been had prices re- 
mained firm and he had sold his bottle 
openers at 2/- each and had had to 
replenish his stock at the original cost 
of 1/6 each. 


Fundamentally inflation and de 
flation are the responsibility of gov- 
ernments and their agencies such as 
a central bank. Accountants as such, 
have no power of control. Should we 
worry? Furthermore, especially 
when changes in the purchasing value 
of money are great enough, share- 
holders, managers, workers, “the man 
in the street’, all come to realise 
something of the nature of what is 
happening. However, they find it 
difficult to reduce it to figures and 
accurately measure what is happel- 
ing. They know it is futile to turn 
to the profit and loss accounts and 
balance sheets prepared by account- 
ants. 


This is wrong! It is our responsl- 
bility and task as accountants to re- 
duce the realities of business to fig- 
ures that can be readily understood 
and accurately measured. 


How can we do this? The Law 
insists that a pound borrowed or 
owed shall be repaid with ;° a> 
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parently similar pound. The Bench 
refuses to enquire into changes in the 
purchasing value of money which 
happen between the times when a 
debt is incurred and when the debt 
becomes due for discharge. 


To perform our functions properly 
accountants should prepare two sets 
of profit and loss accounts and bal- 
ance sheets—one set on the basis of 
historical costs, as we do now, and 
which is necessary for the purpose of 
taxation and to show the financial 
position in terms of legal liabilities. 
The second set is needed to give the 
results in terms of economic reality. 
The second set would be prepared by 
converting the figures shown in the 
first set in terms of the altering pur- 
chasing value of the pounds included 
in it; much as a London accountant 
whose company has branches in Aus- 
tralia and New Zealand converts the 
branch accounts into English units 
of currency. Mr. C. R. Airey in his 
article, “Practical Price-Level Ac- 
counting” in the November, 1957, is- 


sue of The Chartered Accountant in 
Australia explains the procedure 
clearly. 

The question which price index, or 
perhaps combination of price indices, 
should be used, is something which 
could best be settled by an investi- 
gating committee formed for that 
purpose. 

What would be achieved by final 
accounts and balance sheets such as 
these which really set out the true 
economic position? Two things: 


(1) Better management of money 
by the responsible govern- 
ment. 


(2) Better management of busi- 
ness. 


As a_ result parliamentarians, 
shareholders, directors, managers, 
workers, farmers and housewives, 
anyone taking an intelligent interest 
in the economic and business affairs 
of the country, could see in clear and 
concise form, what really was hap- 
pening in the fields of finance and 
business. 





"ACCOUNTING — AND THE CLOTH”* 


The mailing list of The Australian 
Accountant includes the names of 
recipients in many parts of the world 
and it is pleasing to receive word 
from members located in what would 
be regarded by many as out of the 
way places. Dodoma, Tanganyika, 
East Africa, no doubt, could be so 
regarded and from the Rev. Kevin 
F. Engel, Manager of the C.M.S. 
Bookshop at Dodoma, comes the fol- 
lowing letter: 


The Editor—Sir, 

: Having just received the March issue of 
The Australian Accountant” I was in- 
terested to see your paragraph—“Account- 
ig—and the Cloth” on page 113. 

I myself am a member of the A.S.A. 
having formerly belonged to the A.A.A. 
(N.S.W. Branch), and I have for the 
last fo. years been manager of this book- 
shop... d at the same time Chaplain of 
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the Cathedral of the Holy Spirit in this 
town which is the headquarters of the 
Diocese of Central Tanganyika. 

It may be also of interest to you to 
know that the Diocesan accountant, Miss 
Jean Guy, is also a member of the A.S.A. 
and comes from Melbourne. 

The Bishop of our Diocese, also a Mel- 
burnian, received his early training in 
accountancy although he is not a member 
of the Society. Your comment “His Grace, 
F.S.A.A.,” is quite appropriate in this 
Diocese! 





*This paragraph quoted a passage from 
Howard Spring's novel “A Sunset Touch” 
in which a country vicar says that the 
chief commendation for making men 
bishops is a sound business sense, 1.e. “His 
Grace, F.S.A.A.” The paragraph concluded 
with the comment “It might be interesting 
if we could ascertain, without, however, 
raising their hopes of promotion, how many 
of our own clergy are members of the 
Australian Society of Accountants.” 
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Register of Members 


Listing the names of members of 
the Australian Society of Account- 
ants and of The Australasian Insti- 
tute of Cost Accountants who have 
been advanced recently in status 
with the names of new members and 
those whose names for various 
reasons have been removed from the 
registers. 


Australian Society of Accountants 


VICTORIA 


Provisional Associates: Foo, F. K.; 
Froomes, A. A.; Ling, S.; Pontifey, B. M.; 
Teska, J.; Zsolnai, 

Associates: Andrews, S. J.; Badge, L. G.; 
Beck, R. W.: Burton, W.; Clark, J. H:: 
Clarke, G. R.; Cunningham, d. E.; Den 
Hartog, K.; Dowling, J. E.; Dredge, ‘A. E.; 
Francis, A. J.; Garnham, B.; George, D. F.; 
Hogan, P. T.; Holmes, J. A.; Johnson, 
V. M.; Joyce, R. Hs Kinna, P.;: Lanning, 
S. J. (Mrs.) : Madder, G. Rs: May. G. 
Murphy, R. A Olsen, M. W.; Parker, W. 
d.3 se Nh actng Me R.; Pawley, E. J.; Prus- 
cino, J. F.; Rodd, W. A.; Sammot, R. E. A.; 
Sharp, S. F.; Smith, F. C. S.; Sproats, 
J. Js Sutherland, G. P.; Swan, A. W.; 
Whelan, J. K.; White, A. J. 

Advanced to Associate: Kaufmann, G. 
E.; O’Brien, R. H.: Stanley. G. 

Advanced to Fellow: Dobrigh, e | A. 
Rezak, J. 

Removed from Register—Deceased: 
Ackers, G. W.; Billings, R. B.; Bourne, 
Cc. W.; Brearley, P. C.: Carnie, J.; Hot- 
chin, M D. 

Walford, 


—_— Thomason, J. F.; 


QUEENSLAND 
Associates: Shearin, E. J. 
Advanced to Associate: 
A.; Lock, R.; White, R. J. 
Advanced to Fellow: Vorpagel, W. E. 
Removed from Register—Deceased: 
Edwards, A. A.; Kidby, M. J. W.; Loose- 
more, D.; Murray, A. V.; Shanahan, M. 


Resigned: Hodges, A. W. 


WESTERN AUSTRALIA 
Provisional Associates: Wan, B. S. 
Associates: Barker, E. A.; Clark, W.; 

Elliss, A. M.; Henneveld, J.; Moffett, D. 
R.3 a ie R. Rm D.3 Weller, J P. (Miss) ; 
White, F 
Advanced to Associate: Eddy, H. J. 
Removed from Register—Resigned: 
Jones, B. C. 


Farr, W. R. 
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SOUTH AUSTRALIA 
1 Remeenees Dawkins, G. H.; Drew, ¥, 
; Horne, R. C.; a ang R. J.; Osborne 
D. 13 Parrington, M y Petersen, 1 A. L,; 
Sargent, N. A. (Miss); Searcy, W. E: 


Wadey, C. H. 

Removed from Register—Deceased: 
Edwards, D. E.; Simons, O. G.; Thomas, 
A. J. Resigned: Brazel, J. A. 

TASMANIA 

Provisional Associate: Smith, V. R. 

Associates: Annells, J. E.; Fisher, W. 
B.; Howroyd, D. J.; Wynn, L. B. 

Advanced to Fellow: Wilmshurst, W. Ff. 


The Australasian Institute of Cost 
Accountants 
VICTORIA 
Provisional Associates: Davies, 


Ditterich, K. A.; Elliott, K. 
Associates: Boustead, I. A.; 


B. J. 
Priddle, 


Cc. D. 
Fellow: Tilson, J. S. ; 
Advanced to Associate: Martin, R. E. 
Advanced to Fellow: Truesdale, J. R. 


QUEENSLAND 
Associate: Ormerod, H. E. 


WESTERN AUSTRALIA 
Associates: Bower, R. E.; Wilton, R. 0. 


dicen SNS) — 
Copies of Technical Bulletins 


Attention is drawn to the availability of 
the Technical Bulletins issued by the Aus- 
tralian Society of Accountants to members 
who signified their desire to receive them 
on a reply form sent out with the first 
iss 

The Bulletins are a source of valuable 
knowledge on various aspects of account 
ing and members who desire to receive 
subsequent issues are invited to apply in 
writing to the General Registrar, 37 Queen 
Street, Melbourne. 

Copies of the Bulletins already published 
are available to members without charge 
from the General Registrar. They cover 
the following subjects :— 

No. 1: Management Accounting—its Ob 
jects and Functions, by C. R. Hicking; 
Some Practical Points in Private Com- 
pany Taxation, by R. L. Bowra. 

No. 2: Australian Company Mergers, 1946 
1956, by John A. Bushnell. 

No. = Responsibility Accounting, by V. L. 
Gole. 

No. 4: Current Trends in the Management 
of Stock. Part I: The Manufacturer's 
Problems, by J. A. Macdonald. Part II: 
The —e Approach, by F. T. White- 
way. Part III: New Perspectives, by A. 
W. Dick. 

Copies are also available to non-members 
of the Society at a charge of 1/6 per copy: 
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VALUATION OF 
FARM ASSETS 


By C. A. MALLYON, A.A.S.A., A.C.LS. 


APPLICATION OF METHODS OF VALUATION 


In applying the methods of valua- 
tion to specific assets, it is not in- 
tended to cover all possible assets. 
Many assets—for example, cash, 
debtors—have no special problems 
attached to them. Such assets as 
leaseholds are adequately covered by 
existing general accounting prin- 
ciples. 

The assets dealt with are:— Free- 
hold land; Buildings and improve- 
ments; Machinery and vehicles; Live- 
stock; Crops and produce; Growing 
crops, 

After studying the problems ap- 
plicable to each of these assets, it is 
proposed to suggest that method 
which seems to give the greatest help 
to the farmer in the management of 
his farm. No violation of accounting 
concepts is involved and, provided 
that the basis of valuation is clearly 
shown, it is considered that nothing 
but good can result from their use. 


The important consideration is 
that, once the method is decided 
upon, it be used consistently from 
year to year. 


Freehold Land 


At the time of purchase, land 
should always be brought into the 
books of account at cost. “Cost” in- 
cludes not only the contract price of 
purchase but also the incidental ex- 
penses in connection with it—stamp 
duty, legal costs of conveyance, and 
any other expenses directly attribut- 
able to the purchase. 


Land should always be separated 
from buildings and other improve- 
ments in the accounts. The main 
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HIS is the second part of an 

article entitled “Valuation of 
Livestock” by C. A. Mallyon, 
A.A.S.A., A.C.I1.S. 

The first part, dealing with 
methods of valuation, appeared 
in the August issue. 











reason for this is that the improve- 
ments are subject to periodic de- 
preciation, which is written off as a 
cost against revenue. 


It is sometimes argued that de- 
preciation of improvements is set off 
against appreciation in land values. 
However, it is considered that this is 
wrong in principle, Depreciation of 
buildings is just as much a revenue 
cost as is the maintenance of them. 
On the other hand, appreciation of 
land is more in the nature of a capital 
accretion, and has no direct bearing 
on revenue whatsoever. 


Where a farm is purchased with 
existing improvements on it, a very 
difficult problem is often set in sep- 
arating the land cost from the im- 
provements cost. Few indeed are 
the contracts of sale which set separ- 
ate prices on them. There are four 
main alternatives open by which this 
separation may be made:— 


1. The farmer himself estimates the value 
of each of the improvements, and the 
total of these is then deducted from the 
total purchase price. The basis of such 
a distribution is completely subjective 
and has little to recommend it. 


. Current prices on similar land without 
improvements may be obtained, and 
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used as a basis to determine the price 
of the land as distinct from the im- 
provements. However, apart from the 
difficulty of obtaining such prices, the 
land comprised in an improved farm 
need not necessarily bear a _ similar 
value to that of land without improve- 
ments. 


. The replacement costs of each of the 
improvements may be estimated and 
depreciated to the value of their exist- 
ing state—that is, present values of 
these assets are estimated. The total 
of these present values is then deducted 
from the total cost price to determine 
the land cost. Again, there is a subject- 
ive element in the values thus obtained 
and, further, the allocation between the 
two values may be out of all proportion 
to their true worth. 


Taking into account any improvements 
made since the last valuation, and this 
should be ascertainable without great 
difficulty, to use the same proportions 
between unimproved and _ improved 
values as appears on the Valuer-Gen- 
eral’s (or similar) valuation. This will 
give an objective expert basis, founded 
upon a thorough overall knowledge of 
local conditions. 


On the question as to whether 
appreciation or depreciation of land 
values should be taken into account, 
it is here contended that they should 
be. Especially is this so if the method 
of revaluation suggested below is 
adopted, because some costs are based 
upon it, and it is very valuable as 
data for other purposes. 


The basis of such revaluation, it 
is suggested, should be founded on 
the valuation made by the Valuer- 
General’s Department (or similar 
body). The reasons advanced for its 
acceptance are:— 


1. It is objective, 
conservative. 


definite, expert, and 


-. It allows for better comparisons with 
other farms in the district, which would 
all be valued on the same principles. 


It is the basis for land tax and local 
rates. 


It is the figure generally accepted for 
gift duty purposes. 


It is the figure generally used for pro- 
bate purposes, and thus forms a basis 
for estate planning schemes. 


. It provides a good working basis jn 
applications for long-term borrowing. 


. Where no previous complete system of 
accounting has been in operation, and 
the original cost of the land has faded 
into the shadows of the past, it gives 
a sound and objective figure to introduce 
into the accounts. 


Except in such rare cases as where 
a farm has recently been purchased 
at such valuation, there will invari- 
ably be either an appreciation or de- 
preciation of land values involved. 
Some part of the appreciation may 
be due to expenditure on soil conser- 
vation improvements, pasture or fer- 
tility improvements, which have been 
written off as they occur against 
revenue. However, it is contended 
that the whole of the appreciation 
in value, including such unidentified 
accretion, should be brought into an 
account which shall be an adjunct to 
capital. 


Where there has been an apprecia- 
tion of values, a suggested presenta- 
tion of the account in the balance 
sheet is as under:— 


FREEHOLD LAND 
Cost to 30 June 1953 . . £32,000 
Asset revaluation account .. 17,000 


Valuer - General’s valuation 
30 June 1953 .. .. ; 
Depreciation can occur through 

allowing the fertility of the land to 
decline or through non-prevention of 
soil erosion. Where such a state of 
things occurs, the amount needed to 
arrive at the Valuer-General’s valua- 
tion will be a deduction instead of an 
increase. 


£49,000 


A special case of depreciation (in 
the sense here used) arises in the 
case of many recently purchased pro 
perties. Market price generally ex- 
ceeds valuation. It is suggested that 
the difference in values be brought 
into a special account termed “Pre 
mium on Farm Purchase”. This ac- 
count will then reflect the difference 
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between a conservative valuation and 
the market situation at the time of 
purchase. 


In conclusion, in cases where land 
has been bought under conditional 
purchase or other closer settlement 
schemes, it is considered that these 
fall in the same category as the 
acquiring of machinery under hire 
purchase. That is, the full cost is 
brought to account and a similar 
basis of revaluation as explained pre- 
viously be adopted. 


Buildings and Impdovements 


Many of the problems associated 
with the valuation of farm buildings 
and improvements are the same as 
those discussed in connection with 
freehold land. 


Where the cost of a shed or fence 
is known, this will be the amount 
charged to the account, and will be 
the basis of future depreciation 
charges. 


In the case of a farm purchased 
with existing improvements and the 
separate values are unknown, the 
suggested cost will be the proportion 
of improved to total valuation on the 
last valuation certificate. For ex- 
ample, if the valuation certificate 
showed a U.C.V. of £20,000 and an 
LC.V. of £45,000, and the farm is 
purchased for £54,000, the improve- 
ments would be determined as 25/45 
of £54,000, that is, £30,000. 


If certain improvements had been 
added since the last valuation, their 
value should be obtained, if pos- 
sible, from the outgoing farmer or, 
failing that, by the present value 
method. This figure will then be sub- 
tracted first from the cost before the 
proportional value is obtained. Then 
it will be added to the improvements 
figure thus obtained to determine the 
cost of improvements purchased. 


Where no previous system of ac- 
counting was in force, and the cost 
of an improvement acquired is un- 
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known, the present value method 
appears to be the only sound one to 
adopt. 


As for land, and for similar 
reasons, it is strongly contended that 
values for buildings and improve- 
ments should be adjusted in the bal- 
ance sheet to the Valuer-General’s 
(or similar) valuation. An added 
reason for adopting this procedure 
is that such valuation would take 
into account various costs of con- 
struction which would otherwise be 
neglected. This would include the 
use of stone and timber existing on 
the farm, the farmer’s own labour, 
and use of various items of his equip- 
ment and vehicles. 


An example of the presentation of 
this account in the Balance Sheet, 
taking into account improvements 
added since the last valuation, would 
be as under:— 

BUILDINGS AND IMPROVEMENTS 
Cost to 30 June 1953 .. £30,000 
Less Depreciation to that 


date .. .. 4,500 


Add Asset revaluation ac- 
Sek Je? Stem ok Ke oe 


8,500 


Valuer-General’s Valuation £34,000 


Add Improvements _ since 
acquired .. .. .. 5,000 


£39,000 
since 
4,200 


£34,800 


Less Depreciation 
80/6/53 .. 


Suppose that a new valuation of 
£36,000 had been made on that date. 
The account then would appear as 
under :— 


BUILDINGS AND IMPROVEMENTS 
Cost to 30 June 1953 .. .. £30,000 


Add Improvements since 
acquired .. ay! 5,000 


£35,000 


Less Depreciation to date 8,700 


£26,300 
Add Asset revaluation ac- 


ee. be 9,700 


Valuer-General’s valuation £36,000 
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In the case of recently purchased 
properties, where the price paid ex- 
ceeds the valuation, the difference 
should—as for land—be posted to 
the “Premium on Farm Purchase” 
account. 


A feature that affects costs of im- 
provements is the intrusion of 8.75 
of the Income Tax Assessment Act. 
This provides for the direct writing 
off to revenue of certain costs includ- 
ing tank sinking, soil conservation 
and restoration measures. For gen- 
eral accounting purposes, it is sug- 
vested that an account termed “Sec- 
tion 75 Improvements” be opened, 
and that all such costs be posted to 
this account in the first instance for 
easy reference. In the preparation of 
the farmer’s taxation account, such 
costs will then be deducted from his 
income in a reconciliation statement. 
In the general ledger, the total of this 
account will then be transferred to 
the “Buildings and Improvements” 
account. 


Where improvements are con- 
structed on leasehold land and, under 
the terms of the lease, the lessee will 
retain no interest therein, such im- 
provements should be retained in the 
accounts at cost less depreciation to 
be spread over the period of the 
lease. 


Machinery and Vehicles 


Cost less depreciation based on 
some reasonable basis is the usual 
method of valuing machinery and 
vehicles in the accounts. 


Because of sharply rising prices in 
the post-war years, much argument 
has been raised in favour of the pre- 
sent value method. However, it is 
considered that the disadvantages 
mentioned when discussing this 
method far outweigh its advantages. 


In any case, except in the case of 


highly monopolistic industries—of 
which agriculture is certainly not one 
—selling prices are not of necessity 
based on current costs. Thus one of 
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the main arguments falls to the 
ground. 

Further, as was suggested in dis- 
cussing the disadvantages, if it is 
necessary to allow over-riding 
amounts to provide for future re 
placements (in the case of com- 
panies), this can be done satisfac- 
torily by making an appropriation 
out of profits. 


As far as the cost less depreciation 
method is concerned, it has _ been 
found that where an expert valuation 
has had to be made, the values thus 
obtained approximate written down 
values. 


Thus, it is not considered that any 
deviation is necessary from standard 
practice. 


Livestock 


Unlike ordinary trading stock, live- 
stock are living things. Undoubtedly, 
this may sound a truism, but it is a 
factor that must not be overlooked 
when considering their valuation. 


Some accountants favour the valua- 
tion of livestock, especially those 
maintained for breeding or product- 
ive purposes, on the same basis as a 
fixed asset. For this reason, they 
support either the cost or standard 
method of valuation, 


However, they overlook a major 
discrepancy in this view. From the 
moment an item of plant—a tractor, 
for example—arrives on a farm, it 
begins to depreciate in value. On 
the other hand, livestock naturally 
increase in growth and value up to 
a certain point. A sheep is just about 
at its peak in its third year; a dairy 
cow probably reaches its top produc- 
tion between the third and fifth 
years. 


All livestock consume _ varying 
amounts of fodder. They receive vary- 
ing amounts of management prac- 
tices. The costs involved are not 
merely for the purpose of maintain- 
ing them in a fixed condition. As 
mentioned above, they grow. Fur- 
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ther, their growth—and value—is not 
in direct proportion to the care and 
costs involved. 


Another factor that is disregarded 
in this fixed asset theory is that, 
while the tractor, for example, re- 
mains basically the same during the 
whole of its working life, the units 
making up a flock or herd are con- 
stantly changing. Births, deaths, 
diseases, culling, are ever changing 
their composition. 


Other authors favour methods ap- 
plicable to trading stock—cost, lower 
of cost or market, etc. But a sheep 
no more resembles a roll of cloth 
than it does a tractor. The factors 
of growth and changing composition 
equally apply in this regard. 


In any case, a major question 
arises. What is “cost”? As far as 
purchases of livestock are concerned, 
cost is easy enough to determine. But 
what of natural increase and, again, 
what of growth? What is the cost of 
these factors? 


If cost is taken to mean “cost of 
production”, this would indeed be a 
suitable base. However, as was 
pointed out in dealing with that 
method, the difficulties of determin- 
ing cost of production are insur- 
mountable. One writer suggests that 
this value be taken as selling price 
less 15 per cent., which is the English 
taxation determination of it. But this 
is totally arbitrary, and lacks any 
evidence to support it. 


As far as ordinary flocks and herds 
are concerned, this leaves but one 
effective method available. This 
method is “farm price”’. 


For those units of the flock or herd 
which have been purchased or raised 
for selling, this method is completely 
logical. The factors which have 
brought them into their condition at 
inventory time are good management 
practices which are reflected to a 
great degree in the expenses. They 
could readily be sold at inventory 


The Australian Accountant, September, 1958 


time for the farm price. Thus, true 
matching of costs and income is 
achieved. 


The justification for the use of this 
method in regard to breeding stock 
may not at first be appreciated. How- 
ever, when it is remembered that 
they increase in growth and produc- 
tivity up to a certain stage and then 
begin to wane, the reason will be- 
come apparent. They, too, could be 
disposed of readily for farm price. 
Undoubtedly, it results in fluctuating 
values for units of livestock which 
are not intended to be immediately 
available for sale. But those fluctua- 
tions coincide with reality. It in- 
volves seeming paper profits and 
losses. But, again, those paper profits 
and losses agree with reality. 


Without question, this method is 
more difficult to put into practice 
than, say, standard price or average 
cost price methods. However, it is 
an accountant’s business to supply 
realistic data where possible, irre- 
spective of the difficulties involved. 


In any case, in many instances the 
farmer can supply the market infor- 
mation required on which the farm 


price can be determined. Where 
necessary, it merely requires a cur- 
rent list of market prices operating 
for the different lines of livestock 
in a district. The list could be pre- 
pared quite easily from market re- 
ports in the newspapers. 


Better still, such a list would prob- 
ably be obtainable from the local 
branches of many stock and station 
agents. The accountant could then 
use consistent values for all clients 
in a particular area. The list would 
be made up something after the fol- 
lowing lines:— 

Merino wethers, 14 years, Septem- 
ber shorn, good condition .. .. .. 


Merino wethers, 14 years, wewnery 
shorn, medium quality .. .. .. 


Stud Livestock 


A special problem does arise in the 
case of stud stock for breeding pur- 
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poses. Their progeny intended for 
sale will, naturally, be valued by the 
farm price method. 


The stud breeding stock itself re- 
quires a little more attention. They 
are subject to the same influences of 
growth and decline as ordinary flocks 
and herds—although they may re- 
ceive a little more respectful atten- 
tion! 


What raises the difficulty is the 
high value of the individual unit. A 
ram may cost from £500 to £4,000. 
A bull may cost £6,000. The ewes 
may have cost £70 or £80 each. The 
cows may have cost £200 or more 
apiece. Such animals are so indivi- 
dual that there is no readily available 
source of information as to compar- 
able current market prices. 


However, any well-managed stud— 
so far as sheep are concerned, at any 
rate—generally employs the services 
of a classer. At fairly regular inter- 
vals, he surveys the flock with a view 


to noting its productivity and confor- 
mity to breed. 


Very often, the classer has an in- 


timate knowledge of the flock. In 
many cases, he himself chose the 
stock for the farmer. He is fully 
conversant with the potentialities of 
each and every member of the flock. 
A stud flock is small in comparison 
with an ordinary flock. With his 
expert knowledge, the classer is the 
obvious person to supply the figures 
necesary to make the valuation. 


In the case of a stud herd—and a 
stud flock where no classer is used— 
the best way is to allow a conserva- 
tive accretion of value up to the peak 
of growth and productivity of the 
members of the stud. From this stage 
a progressive amount somewhat 
similar to depreciation—should be 
deducted from their value each year 
to reach an estimated disposal value 
at the end of their effective life in 
the stud. 


For example, if it is determined 
that the top value of a ram is £525 
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when it is four years old, that its 
effective productive life in the stud 
is eight years, and that its disposal 
value will be then £25, in the fifth 
and subsequent years £125 will be 
written off its value. 


In review, while the farm price 
method may at first sight appear to 
be a departure from accounting prin- 
ciples, consideration will show that 
this is not so, but that it is the only 
method which squares up with real- 
ity. A farm, unlike any other under- 
taking, deals with living, growing 
things. The complexities of farm pro- 
duction make proper costing impos- 
sible. The ready market for farm 
products provides objective current 
prices at any time. 


Since accounting should be based 
upon objective fact, and the farm 
price method offers the only true ob- 
jective facts available, this should be 
the method adopted. 


Crops and Produce 


Before proceeding with applicable 
methods of valuation, a distinction 
must be made between saleable and 
non-saleable items. Such stocks as 
wheat, lucerne hay, wool, oats, etc. 
have a readily available market and 
a fairly easily known price. On the 
other hand, silage materials, field 
peas, mangolds, etc., are not gener- 
ally saleable, and thus do not have 
prices quoted for them. 


It is maintained that no distinction 
should be made between quantities 
held for sale and quantities held for 
fodder. For example, if at inventory 
time there are 500 tons of lucerne 
hay on hand, of which it is anticl- 
pated that 200 tons will be sold and 
300 tons held for fodder, the whole 
stock should be valued at the same 
price. 


After all, they are identical stocks, 
grown and cultivated on the same 
ground, harvested and stacked by 
identical procedures. That some por- 
tion of it is being held for feed rather 
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than being disposed of is merely a 
matter of farm management and pol- 
icy. It does not affect their respect- 
ive values, After all, the cost of a 
crop held for fodder is the price of 
its foregone alternative, which is its 
selling value. 


Besides, the value of crops on hand 
is part of the income earned during 
the period as a set off against the 
costs of ploughing, fitting, sowing, 
cultivating and harvesting. 


As far as saleable crops are con- 
cerned, similar considerations arise 
as for livestock. Although such crops 
and produce are in their finished 
form, it is impossible to determine 
their actual costs of production. The 
only objective valuation which can be 
applied is farm price. 


Thus, if the current price of wheat 
is 11/- per bushel, and it has been 
determined that selling costs are 15 
per cent., farm price will be entered 
as 9/3 per bushel. 


It is to be noted that there is a 


special problem with regard to wheat 


and rice. The sale of these products 
is controlled by special marketing 
boards—the Australian Wheat Board 
and the Rice Marketing Board respec- 
tively. All normal sales have to be 
made through these Boards. Quite 
often, full proceeds of a harvest are 
not distributed to the farmers for a 
considerable period after being de- 
spatched for sale. Each Board makes 
interim payments as the proceeds 
from home and overseas come to 
hand. All that can be done in deter- 
mining farm price of these products 
is to take a conservative estimate of 
current prices. 


Eggs on hand to be sold through 
the Egg Marketing Board can be 
based on the actual fortnightly settle- 
ment note received from the Board, 
While cream can be based on the but- 
ter factory’s monthly statement. 


As for livestock, if in transit or at 
the selling point at inventory date, 
and freight or cartage has already 
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been paid, they will not have to be 
taken into account since they already 
appear as an expense. However, if 
the products are still on the farm or 
freight and cartage have not been 
paid at inventory date, they must be 
taken into account as part of the 
selling charges in order to arrive at 
farm price. 


Since wool is only held for mini- 
mum periods, and since it is hard to 
determine a sound market price for 
it, it is best to await the actual ac- 
count sales and work out the farm 
price from that. 


Unmarketable crops are in a class 
of their own. It is impossible to tell 
how much it costs to raise them. 
There is no market price available 
to value them. 


In any case, their values lie in the 
prices of the things they help to 
produce—gallons of milk, pounds of 
beef or wool. They are the raw 
materials which are converted into 
those finished products. As the late 
Louis Bromfield said: “Livestock are 
merely the factory which turns the 
raw material, in terms of grain and 
forage, into dollars.””!7 


There are two alternative means of 
valuation open, Firstly, a nominal 
value may be given to the product. 
Secondly, it may be valued on a feed 
conversion basis—which is usually 
deemed to be equivalent to the starch 
content. 


A nominal or token value cannot 
be recommended, because it does not 
rest on fact. Mangolds could be given 
a nominal value of £5 per ton. 
Equally, they could be priced at £10 
per ton. Neither value has any sound 
foundation. 


Use of the starch equivalent meth- 
od is based on actual facts. It is 
founded on the fact that different 
feeds do not produce equal results 
but, to a great extent, depend for 





17. Out of the Earth, Malabar edn., p. 195. 
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their effectiveness upon their starch 
content. For example, wheat has a 
72 per cent. starch content. 


If wheat be taken as the standard 
base, in every bushel (60 Ibs.) of 
wheat there is 43.2 lbs. of starch. 
With a farm price of 9/- a bushel, 
each pound of starch costs 24d. 


To determine the value per ton of 
sugar beet (starch content 14 per 
cent.), for example, this can be simply 
found as under:— 


14 x 2240 x 2.5 
100 


Similarly, the value of any other 
unmarketable feed can be deter- 
mined. Starch content of most feeds 
can be found in a classified list of 
most books dealing with animal feed- 
ing. 


= 784d. = 65/4 per ton. 





Growing Crops 

Growing crops are quite often 
neglected at inventory time. How- 
ever, unless some abnormal act of 
nature such as a hailstorm or flood 
has totally destroyed such crop be- 
fore the end of the year, it should be 
taken into account. 





18. See, for example, A. C. T. Hewitt, Feeding 
Farm Animals in Australia, pp. 130-137. 


Cost of production, so far as it ig 
determinable, is the basis of valua- 
tion. Certain amounts have beep 
spent on superphosphate and seed, 
upon ploughing, harrowing and soy. 
ing. These costs are not applicable 
until the following period, when the 
crop is harvested and ready for sale. 
Thus they should be carried forward 
to that period. 


Conclusion 


To sum up: the methods sug- 
gested for specific assets are as 
under :— 


(a) Freehold land—costs with a capi- 
tal adjustment to Valuer-Gen- 
eral’s (or similar) valuation. 

(b) Buildings and Improvements— 
cost less depreciation with a 
capital adjustment to Valuer- 
General’s (or similar) valuation. 

(c) Machinery and Vehicles—cost 
less depreciation. 

(d) Livestock—farm price (selling 
price less estimated selling 
charges). 

(e) Saleable crops and produce— 
farm price. 

(f) Non-saleable crops and produce 
—feed conversion value. 

(zg) Growing crops—estimated costs 
of production. 





Living up to the Accountant’s part in Management 


T is evident that accountants play a greater part in management 
today than ever before. If we are to assume new responsibilities, 
we must also solve the problem of having sufficient time for them. 
It is no longer enough just to record the operations of a business. 
We must also have executive ability in planning the work, delegating 
the authority, keeping informed and getting results. In no other 
field of accounting is there a greater challenge than in small 


business. ... 


Pride in the profession is not lower because of the 


size of the business—From an article, “Efficient Accounting for 
the Small Company”, by Iris P. Berst—N.A.A. Bulletin, April, 1958. 
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THE CASE FOR COST ACCOUNTANCY 


By R. O. THIELE, F.c.A.A. 


those who appreciate the con- 
tribution that cost accountancy 
can make to modern business man- 
agement, any increase in the aware- 
ness of its importance is heartening. 


Conversely, there is at times disap- 
pointment that this growth of under- 
standing has been relatively slow in 
Australia, a country which is gener- 
ally well advanced in the principles 
of business management. Cost ac- 
countancy’s contribution to business 
management has long been recog- 
nised in the U.S.A., with a result 
that the British productivity investi- 
gation teams which toured the 
United States shortly after World 
War II, saw many instances of cost 
accounting techniques and took back 
with them much data on their use. 


Among other things this led to the 
establishment of costing advisory 
services throughout several manu- 
facturers’ federations, and the ap- 
pointment of full-time cost account- 
ants to direct their activities. 


_ Probably one reason for Australian 
industries’ tardiness in using these 
methods is that the wave of indus- 
trial development arrived later in this 
country than in others. Again the 
average company unit in Australia is 
smaller, and the application of the 
more highly developed accounting 
techniques has been shunned by many 
small and medium size firms, who 
have felt that the use of these tech- 
niques was beyond their resources. 
Another reason is that the advan- 
tages to be gained are not so immedi- 
ately apparent. Australian company 
and income tax legislation demand 
that certain basic accounting and 
secretarial procedures be maintained. 
In addition, it is impossible to carry 
nm a business for long without 
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knowing to whom the firm owes 
money or who owes money to it. 
On the other hand a business can 
function without cost accounting 
(and other advanced forms of ac- 
counting) and many, for better or 
worse, do so operate. 


Beyond the basic requirements, 
however, there are vast fields of ac- 
counting development open to in- 
dustry. We might instance such 
things as capital expenditure control 
for precise, organised growth, the 
development of internal auditing for 
both financial and quality security, 
the public relations aspect of account- 
ing reporting, and research into the 
effect on the local business scene of 
national and international economics. 
These topics were recently the sub- 
jects of the Australian Society of 
Accountants’ Convention. This is 
evidence of the realisation of the ex- 
panding responsibilities of account- 
ing and secretarial effort. 


Among the most important of these 
expanding ‘horizons, and certainly 
the field with the most immediate 
application to smaller and middle 
size business, is the science of cost 
accountancy. That this has not been 
fully realised is due to a number of 
reasons, most of which centre around 
the somewhat timid approach to the 
subject by business men generally 
and by many accountants and com- 
pany secretaries in particular. It is 
an unfortunate truth that in a 
country with the degree of industrial 
development that has been achieved 
in Australia, scientific management 
has not developed to a similar ex- 
tent. One result of this is that there 
are only some 2,000 qualified cost 
accountants in Australia. Of these 
850 are registered in Victoria. The 
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latest available statistics of factories 
and factory employment in the Com- 
monwealth (June, 1956) show that 
there were then 16,053. factories in 
Victoria and 52,406 in the Common- 
wealth, which implies a coverage of 
one trained cost accountant to every 
19 factories in Victoria and to every 
26 factories in the Commonwealth. 
This is an untenable position in an 
age of scientific management. 


The truth is that few small or 
medium sized firms can afford to 
employ full time, a trained, qualified 
cost accountant. The work of cost 
accounting is usually handled by the 
secretary or the proprietor, who has 
seldom had any professional train- 
ing in the specialised field of cost 
accountancy. 

How long this situation will con- 
tinue is debatable, but there are 
several factors which will tend to in- 
fluence Australian factory manage- 
ment towards using the specialised 
services of the cost accountant. The 
main force is increasing competition, 
which must become more pronounced 
from a variety of causes, principal 
among which is the two-way effect of 
import and export. Australia’s rapid 
industrial progress together with the 
Government’s policy of allowing a 
larger quota of imports, will demand 
that Australian manufacturers de- 
velop greater efficiency. Conversely, 
with pressure being brought upon 
Australian industry to increase the 
export of goods, and with the incen- 
tive to obtain cost reduction by in- 
creased volume, Australian manufac- 
turers eager to win export markets 
must realise the importance of the 
cost accountant. It cannot be stressed 
too strongly that a precise knowledge 
of cost and the effect of volume varia- 
tion on cost, is necessary if success 
is to be achieved. 

Export costing, involving as it 
does a detailed study of the effect on 
cost of variations in volume and out- 
put, requires a more scientific study 
of costs than most firms in Australia 
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have contemplated. A further ob. 
vious factor is that costing is becom. 
ing more and more a job for the 
qualified specialist. This is em. 
phasised as the quantity of fixed in. 
vestment in a business grows, as the 
importance of precise costing in. 
creases with the percentage of fixed 
cost in the firm’s total cost structure. 
The current trends towards more 
modern factory buildings, more costly 
plant and other types of capital in- 
vestment designed to help overcome 
the high cost of labour, brings as a 
natural corollary the need for a more 
detailed understanding of the cost 
structure of the business. 


There are other forces operating 
which will tend to increase competi- 
tion and require greater efficiency of 
our manufacturers. Foremost among 
these is the keener purchasing knovw- 
ledge of many of the buyers of bulk 
materials, for example, as typified by 
chain stores and group purchasing 
organisations. Generally speaking 
the small wholesaler is vanishing 
from industry and increasing pres- 
sure is being brought to bear on mer- 
chandising procedures and _ selling 
prices analyses in order to maintain 
sales volume in a competitive age. 
This must extend beyond the indus- 
tries immediately affected, as as- 
sociations of purchasing officers and 
increasing awareness of the “compe 
titive quote” will force all phases of 
industry to analyse cost. Every day 
new products are coming on to the 
market and substitutes become avail- 
able for many existing lines; with 
technology increasing modern com- 
mercial enterprise is moving swiftly 
and the firm which does not make 
ground is already losing it. 


The primary responsibilities of 
management are to maintain the ef- 
ficiency of its enterprise in order to 
maintain profits and to preserve 
those assets for which it is the cus 
todian. But, today, managements 
responsibilities go further, into the 
national sphere. As the ownership 
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of modern industry and its control 
diverge more and more, every busi- 
ness Manager has in his hands a 
power which in the aggregate can af- 
fect the general standard of living. 


These responsibilities, private and 
public, are based on the efficient and 
proper operation of the enterprise, 
and in this, cost accountancy has its 
vital place. It is an essential part of 
management. Whilst it cannot com- 
pensate for managerial lack of drive 
and imagination it does give manage- 
ment the precise knowledge and con- 
trol upon which plans can be based 
and successful results achieved. 


Cost accountancy justifies itself, 
of course, at some inevitable cost. It 
is the task of management to consider 
the advantages to be gained by the 
use of cost accounting in his organisa- 
tion and evaluate them against the 
provision of the service. Ultimately, 
any expenditure on cost accounting 
ought to justify itself in increased 
profits. 


The advantages are best explained 
by citing the opportunities being lost 
by managements who are not “cost 
conscious” to the extent of using the 
services of a cost accountant. With- 
out the help of the cost accountant’s 
precise knowledge, a vast number of 
businesses are not attaining their 
profit potential, simply because they 
do not realise that the products which 
they are manufacturing are less pro- 
fitable than others which they could 
equally well manufacture with their 
existing equipment. This lack of 
understanding springs from the fact 
that unscientific costing methods are, 
in small and medium size businesses 
at least, the rule rather than the ex- 
ception. 

Investigation shows the following 
check list of faulty procedure to be 
all too common. 

_No attempt is made to allocate in- 

rect costs among departments or 


products, instead the application of 
4 single rate of overhead on all pro- 
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ducts or processes is made, irrespec- 
tive of the wisdom of the move. 

Where apportionment of indirect 
cost is attempted, inexperience has 
led to inapt bases of apportionment. 

Errors in both expense recovery 
and material calculations, neither of 
which are subsequently proven, lead 
to the incorrect costing of products. 

These typical misunderstandings 
result in over and under costing as 
between products, with the result that 
many industries are, in fact, produc- 
ing the wrong goods. Where a firm 
fixes its prices, a lack of proper know- 
ledge is bad enough, because it fol- 
lows that goods are being under or 
over priced. This in turn results in 
markets being lost by over quoting 
and losses through under pricing. In- 
adequate understanding such as this 
between products or projects seldom 
becomes known. 

Where prices are fixed by the mar- 
ket, the manufacturer still needs to 
know as accurately as possible the 
cost of alternative lines he can pro- 
duce, in order to compare their re- 
lative profitability and so manufac- 
ture that which returns the greatest 
profit. In this, questions of volume 
and of recovery of fixed cost assume 
an importance equal to that of pro- 
fit percentage on cost, which is us- 
ually used when anything at all is 
the basis. 

Professor Erwin Schell in discuss- 
ing the pointers to efficient manage- 
ment looked for by the substantial 
American investment trust of which 
he is a director, said that, “it delights 
us when a company president can tell 
us precisely what he is shooting for 
(rifle, not shot gun)”. The rifle, as 
opposed to the shot gun technique, 
implies the employment of precise 
control measures and_ techniques 
which have been developed by 
specialist cost accountants. They 
provide management, particularly 
factory management with the vital 
basic cost facts essential to organised 
success. 
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CURRENT PROBLEMS DISCUSSED 
IN OVERSEAS JOURNALS 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne, 


Accounting Reports 

The N.A.A. Bulletin, March, in- 
cludes an “Accounting Practice Re- 
port on Speeding-Up Interim Clos- 
ings and Reports”. The following 
techniques are among those men- 
tioned: enforcement of tight closing 
schedules, preparation of cumulative 
figures before the closing date, ad- 
vance preparation of working papers, 
mechanisation, teletype communica- 
tions, omission of unnecessary detail 
from reports. 


N. E. Crane, in “ Security Analyst 
Looks at Annual Reports,” Journal 
of Accountancy, March, sets out a 
number of items, the inclusion of 
which would do much to improve the 
quality of annual reports. In par- 
ticular, he mentions figures for cash 
flow, explanations of variations of 
tax payments from normal rates, 
separation of normal depreciation 
from accelerated depreciation, more 
information on inventory valuations, 
and appraisal of accumulated depre- 
ciation provision and the problem of 
replacement in the light of changing 
prices. 


Accounting Theory 

The Cost Accountant, March, pub- 
lishes an address entitled “‘Ascertain- 
ment of Profit in Business,” delivered 
by Professor Palle Hansen at the In- 
ternational Congress of Accountants 
in Amsterdam. He examines the 
ways in which the accounting con- 
cept of profit differs from the econo- 
mic concept of profit. The view is 
expressed that the annual accounting 
report should be “economically in- 
spired” because management in de- 
ciding business policies must base its 
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decisions, if made on a realistic basis 
at all, on computations in keeping 
with economic theory, that is on com- 
putations concerning the future, and 
also because the annual report is one 
of the tools which management and 
owners use in controlling business 
policy. 
Auditing 

The relationship between the in- 
ternal auditor and the statutory 
auditor is the subject matter of an 
article, “Co-ordination in Auditing”, 
appearing in The Accountant, 15 
March. The author, J. D. Russell, 
points out that the interests of the 
two overlap and that the division of 
work between them needs frequent 
reconsideration from time to time as 
circumstances change. 


The monthly article, “Accounting 
Research”, in The Canadian Char- 
tered Accountant, deals in February 
with the practice of auditors in 
Canada concerning verification of in- 
ventories and in the March issue 
covers the qualifications in auditors’ 
reports noted in a survey of the pub- 
lished accounts of Canadian com- 
panies. Although there is no statu- 
tory provision in Canada requiring 
attendance by the auditor at physical 
stocktaking, only 26% of auditors re- 
sponding to a questionnaire were of 
the opinion that observation of physi- 
cal stocktaking should not be viewed 
as standard audit practice. Only 
16% thought that counts of some In- 
ventory items should not be regarded 
as standard practice, and 90% were 
of the opinion that review of stock- 
taking procedures should always or 
generally be undertaken. It is i 
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teresting to note that, in an analysis 
of the auditors’ reports on the pub- 
lished financial statements of 300 
Canadian companies where the 
opinion was specifically qualified, the 
principal reason for qualification re- 
lated to accounting procedures and 
involved “inconsistencies or inade- 
quacies in the procedures followed by 
management”, the most common con- 
cerning provision for depreciation. 













Automation 

Those associated with big insur- 
ance firms may be interested in an 
article in the April issue of The Con- 
troller, by John B. Default. It is 
entitled “The Impact of Computers 
on Multiple-Line Operations” and 
provides a candid appraisal of the 
performance of a 705 computer, re- 
ferred to as “The Monster”. It was 
installed in 1956 in one of the biggest 
American firms in the casualty insur- 
ance field. 










Capital Management 


“Try Budgeting for Return on 
Capital Employed”, is an article by 
George Moller in the April issue of 
The Controller. Budgeting from a 
profit objective is considered in rela- 
tion to new products, expenditure on 
existing products, cost reduction and 
quality improvement. Included is an 
illustration of the form of report con- 
sidered appropriate for a division of 
a large firm together with a discus- 
sion of the problem of measuring 
capital employed in the division. 


“The Return on Capital Concept” 
is described by I. W. Keller in the 
N.A.A. Bulletin, March. For some 
purposes, equity investment should 
be used as the basis; for other pur- 
poses, all capital irrespective of 
source should be included. Some 
managerial uses of the concept are 
illustrated. In the same issue, the 
N.A.A. Technical Service Depart- 
ment reports on a survey of account- 
ing practice in ten companies using 
the concept. 
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Costing 
The 


of Accountancy, 
March, contains an article “Multiple 
Products Costing in Petroleum Re- 
fining’, by C. H. Griffin, in which the 
author describes and comments on 
some of the more frequently used 
methods of product costing in the 


Journal 


petroleum refining industry. The 
sales realisation, by-products, re- 
placement value and barrel-gravity 
methods are in turn considered. 


The concept of normal capacity 
and its relation to standard costs are 
examined by H. Dugdale in an article, 
“Normal Activity”, which appears in 
The Accountant, 8 March. He con- 
siders that normal activity would, in 
general, be most effectively assessed 
in terms of machine-hour utilisation, 
but recognises that many firms are 
not yet equipped to provide such an 
assessment. 


The N.A.A. Bulletin, March, 
features the following case studies: 
“Control Accounting for Sponsored 
Research Contracts”, by J. H. 
Pflieger, Jr., “Cost Accounting Prac- 
tices of 37 Cotton Textile Firms’, by 
S. H. Sack, “Accounting for Resi- 
dential Land Development Costs”, by 
K. B. White. 


Internal Profit Measurement 


“An Approach to Internal Profit 
Measurement” is outlined by Joel 
Dean in the N.A.A. Bulletin, March. 
Divisional profit statements should 
not include any items that are not 
controllable at the divisional level. 
This means that the divisional profit 
figures, taken together, will not add 
up to the company profit, but there is 
no good reason why they should. 
Various other problems of internal 
profit measurement are briefly dis- 
cussed. 


Management Accounting 

In an article entitled “Manage- 
ment Accounting and the Provincial 
Practitioner” in The Accountants’ 
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Journal (N.Z.) for March, W. E. 
Cadwallader describes methods which 
may be used to give information for 
control purposes to proprietors of 
small businesses and illustrates his 
article with examples for a furniture 
manufacturer, a transport operator 
and a garage. 

N. P. Fippard, in The Accountants’ 
Journal (N.Z.), March, writes an 
interesting article, entitled “Manage- 
ment Accounting and the Farmer”, 
in which he discusses and illustrates 
with sample accounts some simple 
procedures that can bring the bene- 
fits of control of long term-planning 
of farming operations through good 
accounting. 

Pricing Policy 

“The Art and Practice of Pricing’, 
by A. M. Hartogensis, N.A.A. Bul- 
letin, March, is an outline of the 
economic theory of pricing, followed 
by a brief description of pricing 
practice in some typical industries. 
Professional Incorporation 
Professional 


“Incorporation for 
Firms” is the title of an article by 
P. M. Christopherson and J. W. Mayo 
in The Accountant, 29 March. The 
authors advance the possibility of 
forming unlimited companies for the 
purpose of carrying out some of the 


professional services provided by 
public accountants (such as executor 
and trustee work, secretarial services 
and management accountancy) or 
even for wider functioning; they 
examine the legal and tax advantages 
and disadvantages (under U.K. con- 
ditions) of such incorporation; and 
envisage the incorporation of “ser- 
vice companies” for the provision to 
professional firms of accommodation, 
furniture and equipment, staff and 
other services. 


Profit Planning 

In the N.A.A. Bulletin, March, 
P. E. Green and S. R. Calhoun recom- 
mend “An Environmental Frame- 
work for Break-Even Analysis for 
Planning”. The idea is that fore- 
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casts of external economic data 
should be combined with break-even 
analysis to yield cost and profit fore. 
casts. A simple illustration is given. 


Responsibility Accounting 

George Moller, “Measuring Man. 
agement Performance”, Cost and 
Management, March, discusses the 
advantages of measuring manage. 
ments’ performance by considering 
the return on capital employed rather 
than looking at profit as a percentage 
of sales or invested capital. 


Statistical Techniques 

“A Case Study of Statistical 
Sampling,” by L. J. Obrock in The 
Journal of Accountancy, March, is 
an account of the experiences of a 
company which, after having had a 
100 per cent. physical stocktaking 
for five years, decided to use a sam- 
pling plan in one area of its opera- 
tions. The first year’s results were 
highly encouraging, and further ap- 
plications of the statistical sampling 
technique to other accounting and 
auditing activities of the company 
are expected. 


Trusts and Settlements 

Those who are concerned with the 
possibility of planning of taxation 
liabilities, especially in connection 
with estate duty, will find some in- 
teresting views on the place of trusts 
and settlements in such planning in 
an article by B. G. Rose in The Ac- 
countant, 8 March. 


Working Capital 

In The Controller, April, J. Fred 
Weston writes on “Financial Impli- 
cations of Growth”. He pays par- 
ticular attention to the increase in 
working capital that becomes neces- 
sary with the expansion of a busi- 
ness, and shows how it is dependent 
on the number of days’ sales repre- 
sented by accounts payable compared 
with the number of days’ sales tied 
up in the current assets. He illus- 
trates the point with the figures of 
[.B.M. and United States Steel Cor- 
poration. 
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Presentation 


“An Accountant Draws Some 
Blueprints for the Foreman”, by C. 
W. Bendel, N.A.A. Bulletin, Feb- 
ruary, describes a graphic method 
of presenting to foremen the essen- 
tials of factory accounting, cost con- 
trol and variance analysis. 


Price-Level Changes 


The Accountant, February 8, con- 
tains an article, “Accounting for In- 
flation”, in which A. R. Mutton ar- 
gues that all balance sheet figures 
should be converted to current mone- 
tary equivalents in order to over- 
come deficiencies of historical cost 
statements. 


H. T. McAnly, N.A.A. Bulletin, 
February, deals with the inadequacy 
of depreciation allowances based 
upon historical costs. He suggests 


that additional depreciation should 
be provided, based on a purchasing 
power index; an index showing long- 


term price trend may be preferable 
to the usual index based on latest 
prices. Related tax legislation in 
Japan and India is outlined. 


Wendell P. Trumbell discusses 
“Price Level Depreciation and Re- 
placement Cost” in the January issue 
of Accounting Review. He considers 
that depreciation should be calculated 
to reflect the current cost of replac- 
ing productive capacity used up dur- 
ing the year. He argues that “what 
it would eventually cost to replace 
specific plant assets and whether 
they will be replaced are irrelevant 
to the depreciation problem”. 


Those who consider the incidence 
of taxation as an argument in favour 
of replacement cost accounting 
would do well to read an article by 
G. C. Harcourt in the January issue 
of Accounting Research, “The Quan- 
titative Effect of Basing Company 
Taxation on Replacement Costs”. 
The author takes two post-war 
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years in which stock appreciation in 
the U.K. was greatest and calcu- 
lates the increase in the tax rate 
that would have been necessary to 
raise the same amount of company 
tax if the base had been changed to 
one in which income was determined 
after allowing for the “replacement” 
cost of stock and fixed assets. This 
new rate is then used to discover 
what the change in incidence of 
company tax on various industries 
would have been. 


Published Accounts 


In The Accountant, February 1, a 
member of the Stock Exchange pro- 
vides “A Stockbroker’s View of 
Company Accounts”, in which he 
indicates the information which he 
considers shareholders are entitled 
to and which he regards as necessary 
to enable him, as an adviser on in- 
vestments, to form an opinion on 
buying, selling or retaining shares 
in a company. 


Governmental and Institutional 
Accounting 


The Journal of Accountancy, July, 
contains a statement of accounting 
standards for charitable organisa- 
tions in reporting income and 
expenditures. The statement, which 
was prepared by a committee of the 
Los Angeles chapter of the California 
Society of CPA’s, covers the princi- 
pal sources of income, the several 
functions of costs and expenditures, 
and the allocation of joint costs. 


The second part of an article by 
Maurice H. Stans on “Financial Re- 
organisation in the U.S. Post Office” 
appears in The Journal of Account- 
ancy, July. Mr. Stans outlines the 
measures so far taken in improving 
post office practices in all phases of 
the activities of that department, 
with consequental savings since 1953 
of some $250,000,000 to $300,000,000 


per year. 
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INSTRUMENTS 


A lecture delivered recently to the Queensland Division of the 
Australian Students’ Society, by M. BRUNCKHORST, A.A.S.A., 
A.B.I.A., Manager, Queen Street Branch (Brisbane), A.N.Z. 


Bank Ltd. 


HE examination syllabus of the 

Society lists amongst its require- 
ments a knowledge of the law relat- 
ing to the disposition of and dealings 
with property. This falls into two 
divisions: Real property and personal 
property, and in turn personal pro- 
perty may be further classified as 
“Choses* in Possession”, “Choses in 
Action”. 


“Choses in possession” may be clas- 
sified as that class of property the 
physical possession of which can be 
enjoyed by the owner, e.g., a horse, 
a watch, or a motor car. 


“Choses in action” covers property 
which is not actually possessed in its 
physical form and normally consists 
of rights to those things which have 
value, the rights being enforceable 
at law. These include insurance 
policies, debentures, shares, bills of 
exchange and dock warrants. 


To emphasise the difference let us 
take the case of a shipment of 
oranges. In the course of shipment 
the owner’s title is a bill of lading 
which on arrival of the goods he will 
present to secure delivery from the 
shipping company. The bill of lading 
is a right to the ownership of the 
goods and is a chose in action. Once 
the oranges are in the consignee’s 
warehouse, i.e. in his physical posses- 
sion, they are choses in possession. 





*“‘Choses’’ is an old Norman word meaning 
“things’’. 
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In most cases these rights to things 
of value are evidenced in writing and 
are known generally as instruments, 
e.g. dock warrants, warehouse re- 
ceipts, postal notes, money orders, 
bills of lading, insurance policies, 
etc. 


It is easier to obtain a better grasp 
of this subject if something is known 
about the history of the law relating 
to property. 

When William the Conqueror in- 
vaded England in 1066 the Normans 
brought with them certain customs 
and usages which, on amalgamation 
with local English customs, became 
known as the Common Law. Much 
of this Common Law remains un- 
written, some has been codified and 
made Statute Law by special Act of 
Parliament. 


The Courts of Common Law were 
well known for their rigid and jealous 
safeguarding of the ownership of 
property. If a man could establish 
his legal title to property in accord- 
ance with recognised custom the 
courts would give full recognition 
to his position as the absolute owner. 
No recognition was given to in- 
terests other than those of the legal 
owner and a chose in action was 4 
class of property the transfer of 
which was not recognised at all by 
the Courts of Common Law. In the 
event of dispute only the legal owner 
could sue on the contract evidenced 
by the instrument of title. 


The Australian Accountant, September, 1958 





te = OD t+ we rhe 


— 


—n OOS eh 


The injustices of this rigid appli- 
cation of the Common Law became 
evident to the Crown after a time and 
Courts of Equity were set up to pre- 
vent injustices by giving recognition 
to the interests in property which 
persons other than the legal owner 
might possess. 


These Courts of Equity would re- 
cognise the transfer of ownership of 
a chose in action and would compel 
the transferror to assist the trans- 
feree to establish his rights in any 
action against the debtor. However, 
the transferee could not sue in his 
own name and it was a rule that 
notice of transfer or assignment had 
to be given to the debtor. All trans- 
fers were subject to “equities”. 


“Equities” is a term embracing the 
interests of persons other than the 
legal owner. It is also used when re- 
ferring to some defect in title, e.g. 
when an instrument is stolen or ob- 
tained by fraud or duress, the injured 
party retains a right to be restored 


to his former position i.e. he has an 
equity in the property. 


In 1873 the Judicature Act was 
passed. This act at long last recog- 
nised the legal transfer of a chose in 
action and the owner could now sue 
on the document in his own name. 
Other rules in equity remained un- 
changed, however, and there the 
position remains to this day with 
most classes of choses in action. 


The facts that notice of transfer 
had to be given and the new owner 
was subject to any equities affecting 
the title of previous owners rendered 
certain types of things in action 
clumsy and undesirable for the grow- 
ing needs of commercial life. It is 
not surprising, therefore, to find that, 
after a time, with some of the choses 
In action in common use between 
merchants, these two features were 
avoided simply by disregarding them. 


In this manner originated what we 
now know as negotiable instruments. 
ey are a narrow class of instru- 
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ment having full legal recognition, 
the rules concerning the rights of 
parties to them being established 
simply by usage. Usage is the 
accepted customs established by mer- 
chants, bankers and others in deal- 
ings between themselves over a long 
period. This third legal code is known 
as the law merchant. 


The group recognised as negotiable 
instruments is not a closed book. As 
custom and necessity decree there 
will be additions to the group. There 
are not many changes but over the 
last 20 to 30 years such things as 
bearer debentures and share war- 
rants have become a recognised part 
of our commercial life and have been 
admitted as negotiable instruments. 
Usage or custom in dealings between 
merchants is established much more 
quickly these days when the volume 
and speed of transactions is many 
times greater than that experienced 
in the days of our forefathers. 


Before we consider the class of 
choses in action known as negotiable 
instruments it will be as well to de- 
fine the latter. 


Negotiability is a quality which 
applies to an instrument the property 
in which may be acquired by every 
person who takes it bona fide and 
for value provided the instrument is 
such and in that state that the true 
owner could transfer the contract 
contained therein by simple delivery 
of the instrument. 


While it is important to note that 
the title passes by mere delivery of 
the instrument the outstanding feat- 
ure of a negotiable instrument is that 
the transferror can give the trans- 
feree a better title than he himself 
possesses; this is not so with other 
classes of personal property, e.g.:— 
if a thief steals a watch and sells it 
to a third party he can give no title 
to that watch and the property hav- 
ing been recovered it is returnable to 
its rightful owner. The remedy avail- 
able to the innocent third party is an 
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action against the thief for what it 
might be worth. 

One thing we must be clear upon 
is the distinction in meaning between 
the words “transferable” and “nego- 
tiable’’. Practically every class of 
property can be transferred from 
one person to another but the distin- 
guishing feature that marks out a 
negotiable instrument from other 
things capable of transfer is that 
absolute ownership passes in spite of 
any fault or defect in the ownership 
of prior parties. In other words 
negotiability has a legal meaning 
quite apart from that which you will 
find in your dictionary. 


Generally speaking negotiable in- 
struments are confined to documents 
of title to money or security for 
money. Although documents of title 
to goods, e.g.: a bill of lading, have 
some of the hall marks of negotia- 
bility, they lack legal recognition as 
such and a transferee would take title 
subject to equities. 


Some examples of negotiable in- 
struments are— 
(a) Bank notes 
(b) Bills of exchange 
(c) Cheques 
(d) Promissory notes 
(e) Bearer debentures 
(f) Share warrants, i.e. bearer scrip 
(zg) Bearer bonds 
(h) Dividend warrants 
(i) Treasury bills. 


The items in the foregoing list 
which come within the bills of ex- 
change group are worthy of close 
study. They play such an important 
part in our daily business life that 
special legislation was passed in Eng- 
land in 1882 to codify the law mer- 
chant as it pertained to this segment 
of negotiable instruments and the 
full weight of Statute Law is now 
available to determine the rights of 
parties when dispute arises over deal- 
ings with bills of exchange. 


I commend that students gain a 
thorough knowledge of the definition. 
The point is that any instrument that 
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does not conform to the definition 
is not a bill of exchange and the Act 
does not apply in determining the 
rights of the parties. 


A cheque is defined as a bill of 
exchange drawn on a banker and pay- 
able on demand. 

I think that at this stage I should 
introduce the party who receives the 
benefit of this property defined as 
negotiability. I refer to that great 
favourite of examiners—the bona 
fide holder for value without notice 
or as he is known in dealings with 
bills of exchange “the holder in due 
course”’. 

In regard to the example a cheque 
payable to bearer is in a fully nego- 
tiable state and the contract con- 
tained therein may be transferred 
by simple delivery of the instrument. 


In actual experience we encounter 
many variations which influence the 
negotability of a bill. In some cases 
the variations necessitate action to 
render the bill negotiable and in 
others negotiability is completely de- 
stroyed. These variations are de- 
tailed below: 


Bill Made Payable to Order i.e. pay- 
able to the party named or his 
order. 

To make such a bill fully negotiable 
it requires the payee’s endorsement, 
i.e.: it must be in that state that the 
title passes by simple delivery. The 
bill can be endorsed in blank (i.e. by 
merely adding the payee’s signature) 
when it becomes payable to bearer or 
it may be specially endorsed to an- 
other party or his order and so on. 
Restrictive Endorsement. 

A bill payable to John Smith only 
is restrictively endorsed, and the 
negotiability of the instrument is de- 
stroyed. The drawee would be bound 
to carry out the drawer’s mandate 
and see that John Smith and John 
Smith only was paid. 


Crossing. 


A crossing consists of two parallel 
transverse lines drawn on the face 
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of the instrument, with or without 
variations. The effect of a crossing 
is that a cheque so marked must be 
paid in to a bank for collection. The 
crossing in itself does not interfere 
with the property of negotiability. 


Not Negotiable Crossing. 

If the crossing is accompanied on 
the face of the cheque with the words 
“Not Negotiable” the character of 
negotiability is completely destroyed. 
The law provides that the holder of 
such a cheque shall not have or be 
capable of giving a better title than 
the person from whom he took it. So 
used the words “Not Negotiable” 
should stand out like a warning 
beacon to the recipient “Beware— 
this cheque may be stolen’’. 


The not negotiable crossing pro- 
vides the maximum protection to the 
drawer of a cheque in the event of its 
loss. Should the cheque come into 
wrong hands no one can obtain a 
better title against the drawer than 
the person from whom he took it. In 
the event of a general crossing only 
being used, a holder in due course 
could enforce payment against the 
drawer even though countermand 
had been lodged with the drawer’s 
banker. 


Forgery. 

A forged signature renders a bill 
or cheque of no effect whatever. The 
bill is a nullity. There is no effective 
mandate to the drawee to make the 
payment. The instrument is not nego- 
tiable. (Note: There are some cir- 
cumstances where the immediate 
parties cannot deny one to the other 
the validity of the drawer’s or indor- 
ser’s signature.) A forged endorse- 
ment also destroys negotiability. The 
effect of forgery is not to create a 
Mere defect in title. There is an 
absence of title. 


Overdue Bills. 


A usance bill is overdue when the 
date for payment has passed. A de- 
mand bill is overdue when it shows 
by the date on its face that it has 
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been in circulation for a reasonable 
length of time. When a bill or cheque 
is overdue a holder has notice of de- 
fect in title and cannot become a 
holder in due course. The negotiable 
character of the instrument is de- 
stroyed immediately it becomes over- 
due for payment. 


Dishonour. 

A bill which has been dishonoured 
loses its negotiability. The Bills of 
Exchange Act provides that any per- 
son who takes a bill with notice of 
dishonour takes it subject to any de- 
fects in title attaching to it. As the 
reason for dishonour is invariably 
marked on a bill or cheque it would 
be a rare occasion indeed where a 
holder in due course could set up a 
defence that he took it without notice 
of dishonour. 


RECEIPTS FOR PAYMENTS 
MADE BY CHEQUE 


It is a rule of evidence that a 
cheque may be used as prima facie 
evidence of the receipt of money by 
the payee. This being so it does seem 
superfluous and a waste of time and 
money to adhere to time-worn prin- 
ciples. Without a receipt the debtor 
has no acknowledgement that his 
payment has come into the hands of 
his creditor and the fact that the 
amount of his cheque appears on his 
bank statement is not conclusive 
proof that the creditor received pay- 
ment. The point however, is that if 
he draws the cheque crossed and not 
negotiable he obtains protection in 
the event of the cheque falling into 
wrongful hands, and this possibility 
exists whether or not his creditor is 
in the practice of issuing receipts, as 
the loss is most likely to occur in 
transit to the creditor. 


There are of course certain people 
who conduct trust accounts who are 
required by law to issue receipts for 
all payments received, e.g., solicitors 
and commission agents. 
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The only inconvenience likely to be 
caused by the non-issue of receipts 
is where production of them has to 
be made to obtain refunds of ex- 
penses paid, e.g., medical benefits, in- 
come tax, etc. 


English Cheques Act 1957 


Although this Act has no effect on 
current practice in Australia, its 
application in practice will be keenly 
observed by the businessmen in Aus- 
tralia. If it proves to be successful 
there is sure to be pressure from in- 
terested parties here to adopt similar 
legislation. 


The object of the Act is to remove 
the waste of time and effort on the 
part of bankers and their customers 
in making and checking endorse- 
ments. 


In some circles the Act has been 
called ‘‘a banker’s act” and it is true 
that the banker now receives a good 
deal more protection than was avail- 
able to him under the previous Act. 


In my opinion the reform is well 


overdue. In many instances the 
banker, as the wealthy party to a 
dispute, is called upon to make good 
to the true owner in circumstances 
where “Mandrake” himself could not 
have detected the circumstances giv- 
ing rise to the cause of action against 
the bank. Be this as it may the fol- 
— are the main provisions of the 
ct :— 


Section 1—Where a banker in good 
faith and in the ordinary course of 
business pays a cheque drawn on 
him which is not endorsed or is 
irregularly endorsed, he does not, 
in doing so, incur any liability by 
reason only of the absence of, or 
irregularity in, endorsement and 
he is deemed to have paid it in due 
course. 


This section replaces the former 
section 60 (Section 65 in the Austra- 
lian Act) which gave protection to a 
paying banker provided the cheque 
purported to be endorsed by the party 
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to whom it was payable. You will 
note that the amendment affords pro- 
tection in cases—where there is no 
endorsement or an irregular endorse- 
ment. 


Section 4 (1) Where a banker in 
good faith and without negli- 
gence— 


(a) receives payment for a custo- 
mer of an instrument to which 
this section applies, or 


(b) having credited a customer’s 
account with the amount of 
such an instrument receives 
payment for himself—and the 
customer has no title, or a de- 
fective title, to the instrument, 
the banker does not incur any 
liability to the true owner of 
the instrument by reason only 
of having received payment 
thereof. 


(2) Part 2 extends the application 
of the section to cheques, condi- 
tional orders and drafts drawn 
by a banker on itself. 


A banker is not to be treated for 
purposes of this section as hav- 
ing been negligent by reason 
only of his failure to concern 
himself with the absence of or 
irregularity in endorsement of 
an instrument. 


This Section replaces Section 82 
of the English Bills of Exchange Act 
(Section 88 is the relevant Austra- 
lian Section). 


The important difference between 
the new and the old legislation is:— 
The protection is now extended to all 
cheques, whether crossed or wm 
crossed. Previously the banker was 
protected in the case of crossed 
cheques only. You will also notice 
that it is not considered negligent 
on the part of the banker if the 
cheque is not endorsed or is irregu- 
larly endorsed. Under the old section 
an endorsement had to appear regu- 
lar on the face. 
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INTERNAL ACCOUNTING REPORTS 


TO MANAGEMENT* 


By E. BRYAN SMYTH, F.A.S.A., Professor of Accountancy, 
New South Wales University of Technology. 


PRINCIPLES OF REPORTING 


IS article shows how manage- 

ment is largely dependent on in- 
ternal reports emanating from the ac- 
counting department, and discusses 
some of the general principles under- 
lying effective reporting to manage- 
ment. The various types of internal 
accounting reports are also illus- 
trated. Internal accounting reports 
deal with both the financial and 
operating aspects of the business and 
are to be distinguished from other in- 
ternal technical reports. 

We are concerned here primarily 
with the managerial and accounting 
functions of a business organisation. 
Management requires information 
covering all phases of the business, 
and it is largely the responsibility 
of the accountant to prepare and 
submit this information. Account- 
ing reports should cover financial 
and operating aspects of all the acti- 
vities of a business. They will, of 
course, need careful preparation and 
should conform to the definition of 
good reporting—-“‘the communication 
in usable form to a responsible party 
of timely, factual data for a specific 
purpose.’’! 
Management, 

porting 

“Management” comprises all those 
activities which involve responsibility 
for the work of others. This re- 
sponsibility is exercised by the board 
of directors, top management, middle 
management and lower management 
levels. Internal accounting reports 
are prepared for presentation at each 


l. Mason Smith, C. P. A.—Internal Reports, 
Corporate Treasurer’s & Controller’s Hand- 
book, Ed. Lillian Doris (Prentice Hall Inc. 
1956). Chap. 22, page 797. 


Accounting and Re- 
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of these levels. The organisation of 
an effective reporting system, de- 
mands a proper understanding be- 
tween management and accounting. 
It should be appreciated that reports 
are to be acted upon by human beings 
—not by titles on an organisation 
chart. 

If management is to exercise its 
functions efficiently, there must be 
a good reporting system to ensure 
effective communication at all levels, 
and to provide control information 
by relating actual to planned per- 
formance. Information is manage- 
ment’s life blood and the accountant’s 
responsibility is to see that the flow 
is maintained. 

The accounting function includes 
firstly the collection, classification 
and recording of factual data; sec- 
ondly the presentation of this infor- 
mation to management in a manner 
designed to assist in the formulation 
of objectives and policies and in the 
appraisal of current performance in 
relation to a plan, standard or bud- 
get; and thirdly, the analysis and 
interpretation of the financial data 
included in the accounts. 

The responsibility for preparing, 
analysing and interpreting reports 
rests on the chief accounting officer 
and it is by his reports that his 
contribution to the business will be 
judged. 

Indispensable to effective reporting 
is an accounting system designed in 
accordance with the organisation 
structure to yield information 
promptly for the types of reports re- 
quired. The system should be 
planned so that daily, weekly and 





*Based on a paper delivered at a N.S.W. 
Division Convention held at Newcastle, N.S.W 
in November, 1957 
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other routine reports flow smoothly 
from it. In its design, attention 
should be directed to managerial 
needs—for the real purpose of ac- 
counting is to give service to man- 
agement. 

Some accountants err in that they 
are reluctant to use words instead 
of figures in reports. Management 
likewise is often equally reluctant to 
ponder over a large collection of 
figures, especially if presented in con- 
ventional accounting form. Never- 
theless, words, unless wisely chosen, 
may be no more than technical ac- 
counting jargon and thus fail to 
achieve their objective. 

Management and accounting may 
fail to achieve consensus ad idem 
and for this reason reports, though 
accurate in themselves, may be quite 
inadequate for management pur- 
poses. Proper co-ordination between 
management and accounting — a 
proper meeting of minds — is thus 
a fundamental requirement of an 
effective reporting system. As T. G. 
Rose says, “What is needed, there- 
fore, is a bridge between the account- 
ant’s technical work and the man- 
ager’s administrative work, but it 
must be built from both ends if it 
is really to be effective’’.? 

Accounting thus makes little con- 
tribution to management unless in- 
formation is effectively communi- 
cated. This, however, involves other 
problems especially in large organi- 
sations where, by necessity, reports 
become substitutes for personal con- 
tact. The question is linked with 
semantics — the study of meanings 
— and with terminology. What is 
of vital importance is not what we 
say but what people understand us 
to say. 


Features of a Reporting System 

The first essential is that there 
should be proper integration — each 
report should have its place in the 
system and it should be possible to 
relate various reports to each other 


2. 





T. G. Rose—Top Management Accounting 
(Pitman 1957), page 2. 
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and to the overall pattern of the 
business. It should also be possible 
to proceed from condensed or sum- 
mary reports to more detailed sup. 
plementary reports and vice versa. 
Reports prepared by different per- 
sons or by the same person from 
different sources may tell apparently 
different stories. It is desirable, 
therefore, that they should all be 
under the supervision of a particular 
executive, such as the controller, who 
would have responsibility for co- 
ordinating them. 

Routine or repetitive reports should 
conform to a standardised pattern 
as to form, content, size and layout. 
For example, it might cause con- 
fusion if “actual’, “budget” and 
“variance” figures were presented in 
different order in various reports. 
Such inconsistencies could lead to in- 
efficiency both in preparation and in 
interpretation. Employees quickly 
become accustomed to standardised 
reports and take in details at a 
glance. It follows that if the prac- 
tice of uniformity is adopted, changes 
should be made only for very good 
reasons. 


The reporting system should be 
flexible so as to cope with changes 
in the nature of the business and its 
objectives. Political and other ex- 
ternal factors, major re-organisa- 
tions, changes in personnel and the 
dynamics of economic change all de- 
mand an adaptable system, but 
special non-routine reports should be 
kept to a minimum. 


Reports should be related to the 
functional responsibilities within the 
organisation. The attainment of 
planned objectives is made possible 
by the allocation to individuals of 
definite responsibility for specific 
activities. Reports which inter-relate 
functional responsibilities do not al- 
ways permit of management action 
or control and should therefore be 
supplemented by detailed reports 
separating these responsibilities. 
Reporting according to responsibility 
should reduce paper work since 
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executives will be concerned pri- 
marily with reports affecting their 
own departments only. 


Finally, the system will be best 
co-ordinated by allocating responsi- 
bility for reports to a senior executive 
such as the controller or chief ac- 
countant. All requests for new re- 
ports should be considered by this 
executive and periodically a review 
should be made by him of all exist- 
ing reports. 


Attention should be directed to- 
wards the elimination of unnecessary 
reports and those which, though re- 
dundant or superseded, have been 
perpetuated. Thus the cost of re- 
porting should be kept in reasonable 
proportion to actual needs and to the 
results achieved. A questionnaire 
could, for example, be sent periodi- 
cally with each routine report invit- 
ing comments. The report audit 
should also concentrate on improving 
content and methods of presenta- 
tion. 


Principles of Report Preparation 


The mechanics of preparation in- 
clude the collection, analysis, inter- 
pretation and presentation of data. 
Analysis assumes an orderly method 
of collecting and classifying infor- 
mation and this is facilitated by a 


well-designed accounting system 
based on a suitable chart of ac- 
counts. Interpretation includes not 
only an explanation but also the sub- 
mission of recommendations for the 
solution of the problem involved. 


Reports should be simple so that 
the recipient gets the message im- 
mediately without having to ponder 
over complicated accounting state- 
ments and figures. Unnecessary de- 
tail should be omitted but where 
masses of figures and other details 
are necessary, it is preferable to 
show these in supplementary 
schedules. Reports should be so 
clear that they cannot possibly be 
misunderstood; they should be pre- 
sented in easily readable form, and 
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as far as possible, technical account- 
ing language should be avoided, bear- 
ing in mind that the recipient may 
have little knowledge of accounting. 


It may seem superfluous to suggest 
that information should be presented 
in logical sequence yet the account- 
ant is often so immersed (frequently 
of necessity) in figures and detail 
that he tends to neglect the more im- 
portant requirement — clarity of 
reporting, with ideas arranged in 
logical order and given proper em- 
phasis. 


The accountant is sometimes criti- 
cised for failing to understand man- 
agement problems. Operating exe- 
cutives want information regarding 
the realities of technical processes 
and complain they are only given 
figure results which to them do not 
mean anything. They sometimes 
challenge the information in control 
reports because of certain special 
events which have happened in the 
past and are likely to recur in the 
future. Whilst operational facts 
should be reported by the accountant 
so far as is consistent with his know- 
ledge and ability, the answer to the 
technical executives’ criticism is to 
shift some of the responsibility for 
the selection of control] figures on to 
the operating departments them- 
selves. Nevertheless, as far as prac- 
ticable, the accountant should fami- 
liarise himself with technical details 
of operations in order that he may 
give better service in reporting. 


Reports, especially to top manage- 
ment, should be brief and contain the 
minimum amount of detail consistent 
with the needs of the recipient, em- 
phasis being placed on interpretation 
and recommendations. In preparing 
reports, the determination of the fac- 
tual material to-be included calls 
for sound judgment and a thorough 
knowledge of the business. As far 
as possible, the content of routine re- 
ports should be restricted to infor- 
mation which may help management 
to exercise the control function. 
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The information contained in the 
report should be explained and in- 
terpreted so as to bring out its real 
message. Routine reports, for ex- 
ample, could be made more effective 
by headlining significant trends. 
Narrative comments should be brief 
and used only where the figures do 
not of themselves present conclu- 
sions. 

Routine reports should be pre- 
pared according to schedule, but the 
amount of time and money devoted 
to the preparation of special reports 
should be governed to some extent 
at least by consideration of their 
cost in relation to the benefits ex- 
pected. The degree of accuracy to 
be adopted must be decided in rela- 
tion to the cost of preparation and 
the purpose for which the report is 
required. 


Criteria of Effective Reports 


Reports should be as accurate as 
possible consistent with promptness 
and cost of preparation. Errors or 


confusing detail may mislead man- 
agement and result in a loss of con- 
fidence, not only in the reports them- 
selves but also in the accounting de- 


partment. Statistical and account- 
ing information relating to the 
various departments should pass 
through the hands of the con- 
troller or chief accountant who 
should be responsible for the sub- 
mission of co-ordinated and correct 
reports. 


To be effective reports must be 
presented promptly and at the ap- 
propriate time, even if results have 
to be approximated. As suggested 
previously, the machinery may be 
speeded up by having an effective 
accounting system and chart of ac- 
counts fitted to reporting require- 
ments. Routine reports are often 
printed in standard form leaving 
only the blank spaces to be com- 
pleted, and any necessary comments 
added. The relative order of im- 
portance of reports shouldbe ob- 
served and those indicating the need 
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for corrective action given priority, 
Failure to submit an important re 
port promptly may mean not only 
that no action is taken, but also that 
the need for action is not even rea. 
lised. 

In many instances too many re 
ports pass through the organisation 
without promoting some construc. 
tive action. Distribution must be 
controlled and unnecessary reports 
eliminated. For example, a sun- 
mary control report may be presented 
to a sectional or departmental head 
but only those foremen whose pro- 
duction was out of line would need 
subsidiary control reports. Good 
control involves fewer reports, more 
effective distribution, quicker action, 
and more management time for 
purely management duties. 


Variations from a pre-determined 
plan or budget should be emphasised 
in control reports to ensure that 
remedial action will be taken. This 
is in accordance with the concept 
of management by exception, and 
normal performance need not be re 
ported. Where management is con- 
trol-minded the accountant can vir- 
tually compel action by effective re 
porting of substandard performance. 
On the other hand, it is often desir- 
able to report better than standard 
performance so that praise may be 
justly given to those responsible. 


Change is often so gradual that it 
passes unnoticed and the _ report 
structure which entirely misses long- 
term trends could be quite ineffective. 
Reports should therefore reflect the 
trend of operations and should pro- 
ject the figures to predict future 
performance. In supplying compara- 
tive figures, graphic presentation and 
the rounding of amounts to the near- 
est thousand pounds are useful in 
giving perspective. Trend reports 
should indicate the degree of change, 
the period of development and any 
recommended action. 


Reports may be written, oral, 
graphic or statistical or combinations 
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of these. In addition interpretation 
and explanations may be added. A 
variety of communication media 
should improve management’s un- 
derstanding of the information sup- 
plied. Graphs, charts and statistical 
tables should be used only when ac- 
ceptable to the recipient and adapt- 
able to the data. Some people assimi- 
late facts very quickly from graphs 
and charts; some find them meaning- 
less; while others read both charts 
and figures with equal facility. Al- 
though too great an expense should 
not be incurred in elaborate report- 
ing especially to lower levels of man- 
agement, accountants do not seem 
to use graphic presentation as fully 
as they might. 


A good system of reporting should 
provide the tools for managerial ac- 
tion at all levels and a follow-up to 
ensure that reports are used and 
action taken at the appropriate level 
of responsibility. It is customary for 
some companies to hold weekly pro- 


ductivity meetings at which decisions 
are taken to follow up matters arising 
out of routine reports—often by 


making special studies. In some 
cases informal group meetings are 
held which plant managers, depart- 
ment heads and foremen attend. The 
accountant’s function is mainly facili- 
tative—decision is management’s 
alone to make. If action is not taken, 
however, time and circumstances 
must be chosen wisely to follow up 
control reports. No system can be 
effective, no matter how good the 
actual reporting, if action is not 
taken, 


TYPES OF INTERNAL REPORTS 


Reports to Various Levels 


Part II, which follows, describes 
and illustrates various types of re- 
ports. Because of space require- 
ments these are reproduced in part 
only, Actually the majority of them 
Would each occupy a foolscap sheet. 
The forms submitted are generalised 
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examples and, of course, for an indi- 
vidual business the report forms 
would be “tailored to fit’. 


Internal accounting reports are 
submitted to various management 
levels. These are: 

(a) the lower levels concerned with day- 

to-day operations; 


(b) the middle levels concerned more 
with cost performance and trends 
within the departments or sections 
of the business under their control; 


(c) top management which is interested 
in the implementation of policies and 
in overall performance in relation to 
existing and future plans; and 

(d) the board of directors which initiates 
and controls policies and major ob- 
jectives. 


The lower levels of management 
include superintendents and foremen 
who control men, material, machines 
and day-to-day operations. Reports 
at this level should obviously be pre- 
pared promptly since a foreman can- 
not act on information which is out 
of date. Similarly, reports for lower 
levels should be more detailed and 
more restricted in scope than those 
for higher levels. A foreman or de- 
partmental superintendent will need 
to have available all the data affect- 
ing his section; middle management 
may not require the same amount 
of detail and top management cer- 
tainly will not. 


Detailed reports should be received 
by foremen in charge of each section 
and copies should be passed on to 
the departmental superintendents in 
charge of the foremen. The super- 
intendent may also receive a sum- 
marised report collating each fore- 
man’s sectional results. 


Forms 1 and 2 are typical examples 
of summarised reports. 


The middle levels include plant and 
divisional managers. Managers at 
this level are interested in summaries 
and condensed analyses affecting all 
the departments under their control. 


Note. In all form examples given, figures in 
black type represent red ink figures (losses). 








The works manager, for example, re- 
quires weekly or monthly reports for 
production, material and labour. For 
information purposes, middle man- 
agement is usually supplied also with 
copies of financial review and plan- 
ning reports (see Form 6). 


It is important that all reports 
should be properly integrated. De- 
tailed reports given to foremen and 
sectional superintendents should be 
summarised in a wider report (see 
Form 3), covering all departments 
but giving less detail for each. 


Form 5 is designed for submission 
to the departmental superintendent 
of department “B’’; a similar report 
would be issued to the superintend- 
ent of department “A”; and a copy 
of each of these would be forwarded 
to the works manager. Similarly, 
the reports going to the two super- 
intendents could represent summaries 
of still more detailed reports pre- 
sented to sectional foremen. 


Top management is responsible for 
the implementation of board policy 
and for the co-ordination and control 
of all functions and activities of the 
enterprise so that planned objectives 
may be achieved. Reports submitted 
at this level should cover the whole 
business, with emphasis on financial 
aspects and with detail restricted. 
Top management wants to see how 
overall policy is working out, and 


WEEKLY DEPARTMENTAL REPORT 
DEPT. A 


To: Works Manager 
Supt. Dept. A 
Chief Accountant 
File 


(Losses in Black Type) 
Week Ended: 8 Nov., 57 
| — | Actual = 
£ £ £ 





Details 








VARIANCES 
Material 
Purchase Price 
Usage | 
TOTAL | 
Direct Labour 
| 


100 
50 


50 








2500 
2400 
100 


Wages 
Recoveries 
RESULT 
Rate 40 
Efficiency 60 
No. of Operators} | 12 
Mftrg. Expense 
Direct Expense 
Allocated Exp. 
Sub-total 
Recoveries 
RESULT 
Budget 
Idle Capacity 
Efficiency 
MAJOR ITEMS OF | 
EXPENSE 
Depreciation 1000 
Rent 500 
Repairs and | 























2370 
1190 
3560 
3230 

330 











60 
100 

















Maintenance 250 
Supplies 100 
Other 450 

TOTAL | 2300 | 

NOE | 
HOURS 


150 
420 











680 





FORM 1—CURRENT CONTROL. To advise 
superintendents, departmental managers, fore- 
men of operating results in due time; to 
enable corrective action to be taken quickly. 
Prepared weekly by cost clerk. Notes: Pre- 
pared for all departments, operating and ser- 
vice. Manufacturing expense is divided into 
that for which the superintendent is respons- 
ible and that which is charged to his depart- 
ment by way of apportionment and allocation 
(e.g. wages of production control department) 


WEEKLY LABOUR REPORT 
DIRECT OPERATIVES 


To: Supt. Dept. A 
File 


Week Ended 8 Nov., 57 





THIS WEEK {| 


PROGRESSIVE 





CLOCK NO. AND NAME 


i 
|| Wages Paid 
| 


Standard | 
Allowances 


Result || Wages Paid | Result 
(Losses in (Losses in 
Red) 


Red) 








756 J. Jones SM. 1/056. BW. i £19 10 0 | 


20 3 6 


] 13 6 | £380 7 6 | 1117 0 





| 
| 
l 





2500 0 0 


2400 0 0 


100 0 0 2500 0 0 








[[50000 0 0 





FORM 2—CURRENT CONTROL. To enable 
superintendent to judge efficiency of each 
operator. Prepared weekly by cost clerk. 
Notes: Clock number and name pre-listed by 
addressing machine. Wages paid includes 
wages paid for time in which work can be 
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done (e.g. penalty part of time-and-a-half 1s 
omitted). Standard allowances represent the 
cost sheet value of the work performed by_the 
operator. Losses are highlighted in black 
type. 
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thus reports at this level should high- 
light overall performance and trends 
in relation to existing and future 
plans and targets. The higher levels 
of management will be interested, 
not only in co-ordinating and con- 
trolling current performance, but 
also in advising the board on the 
formulation of future policies. For 
this purpose top management will 
require “projected” statements and 
informational and special reports. 


Form 6 is an example of a sum- 
mary control report presented to the 
chief executive officer. 


The board of directors should be 
the major policy-making body within 
the enterprise. Top management, 
of course, includes the board and 
the method of control adopted and 
the types and frequency of reports 
required will vary according to the 
functional organisation and the allo- 
cation of responsibilities between the 
chief executives and the board. 


WEEKLY REPORT ON VARIANCES 
ing 


To: Works Manager 
Chief Accountant 


File 
(Losses in Black Type) 
Week Ended: 8 Nov., 57 


Details || Total || Dept. A] Dept. B 
MATERIAL l | | 
| 











Purchase Price | 90 
Usage 30 





100 10 
50 20 


50 10 








TOTAL || 60 
DIRECT LABOUR | 
Wages—Budget | 5900 3450 
Actual | 5900 3400 
Recoveries 5900 | 3500 
RESULT {| ll 100 
Rate 7O || 
Efficiency | 70 
MANUFACT’ING || 
EXPENSE }} 
Expense— Budget | 8700 || 
Actual } 8960 
| 8580 
380 || 330 50 
260 60 200 
150 100 50 
170 200 


380_ | 60 


FORM 3—SUMMARY CONTROL REPORT. To 
inform middle management of operating results. 
Prepared weekly by cost clerk. Notes: Sum- 
marisation of departmental weekly reports. 
Results, which are differences between actual 
cost and recoveries from production, are broken 
up into rate, efficiency, etc. 














30 
130 








Recoveries 
RESULT 
Budget | 
Idle Capacity 
Efficiency |} 
TOTAL | 
VARIANCES | 320 

















SALES ANALYSIS BY PRODUCTS 


: Cost Accountant 
Sales Manager 
Works Manager 
Chief Accountant 


Month of Oct., 57 





Product 


State 











Dolls Eyes i 


| 


Ol m Co bo 




















Dolls Arms | prs. 





Aim CO Doe 





150 0 rs £220 0 0|£19 19 11 


| 











| | 
| : 
| | 





| 


l | 
| | 
1 i 
| | 
! | 


£175000.0.0 | 


£131250.0.0 | £43750.0.0 





FORM 4—SUMMARY CONTROL. To show 
sales in quantities and values by products in 
States and the standard profit or loss on each 
product sold. Prepared monthly, quarterly and 
yearly by cost clerk. Notes: Because this form 
8 prepared on the punched card tabulator 
closing stocks are entered by hand by the 
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stock ledger keeper. Unit cost price is in- 
serted by hand by the cost clerk. Calculator 
operator calculates standard cost (col. 5 x 8) 
and standard profit (col. 6 less 9). Sales values 
agree with the total invoiced goods value after 
deducting discounts. Standard profit agrees 
with that shown in the monthly accounts. 
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o 
=) 
fa) 
° 
a 
a 
> 
a) 
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Ww 
Ww 
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Week Ended 8 Nov., 57 


o 
E 
a 
Ww 
a) 


B 


Cost Accountant 
Works Manager 
Supt. Dept. 


© To: 


Standard 
Factory 
Cost 


| 


Rate | Amount || Rate | Amount 


Manufacturing 
Expense 


| 


Rate | Amount || Rate | Amount || 


£200.0000 || £.0500 | £50.0000 £.0100 | £10.0000 


Materials 


it 


Quantity Unit 


Product 





£140.0000 | £.4000 | £400.0000 


£.1400 


£3500 0 0 


| 


| 


Rate | Amount | 


£.2000 





iz 
TOTALS 


gross 


| 1000 


Dollis Eyes 


1235 


























to 

be- 

ies 

hose items 
which can 


recover 
efficiency, etc. 


Differences 


labour and expense 


accounts in stock 
1 costs incurred for t 


and quantities 


ds in stock ledger. 


tween materials, 
and the actua 


ll variances, 


to control 
ken up into rate, 


accounts, 


and cost 
the three overa 


accounts; debiting warehouse or finished goods 
be bro 


—money values 
ledger 
stock car 


for 
give 


incurred in this 


production clerks 
very 


duct. 


ions and cross- 
credit- 


and 
be used for 


ductivity; 
f previous department 


costs 
labour and expense reco 


et for each pro 


d expense 
by 
r makes extens 
Form may then 
s pro 


are entered 
dard cost she 


Calculator operato 


balances totals. 
department’ 


work in progress 0 


preceding departmental 
labour an 


and materials, 


materials, 
department 
from a stan 
—measuring 
ing 


for 


da 


from factory 


arity. 
Standard rates 


g de- 
First 


ptions an 


st accounting 
Notes: 


department in 
for each operatin 
ant for cl 
descri 
d 


product 


ICAL AND FINANCIAL. 
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n leaving a 
to provide co 


roduction clerk. 
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by P 
to cost account 
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D 
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Prepare 
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antity pro 


antity and v 
product 


FORM 5&—ANALYT 
qu 
data. 


Tc 
partment 
copy 
Cata 

qu 


Of particular relevance in top 
management reporting 1s _whether 
the board is really active in policy 
making or whether it is merely a 
rubber stamp for the managing di- 
rector or general manager. In the 
latter event, the chief executive 
would, in effect, be the policy maker. 
Whether the board consists entirely 
of internal (or working) directors 
or of both external and internal di- 
rectors will also be relevant in de 
termining the type of reports re- 
quired. In most cases, reports to 
the board should cover broad aspects 
and should be presented in written 
or narrative form. 


WEEKLY PROFIT STATEMENT 
in £ 


To: Chief Executive Officer 
Works Manager 
Chief Accountant 
File 
(Losses in Black Type) 
Week Ended: 8 Nov., 57 





Details T Budget | Actual | Diff'nce 
ere COS 
SALES 5 34297 | 703 

Standard Profit 8570 180 
Add: Manuftg. pe 

Variances 

GROSS PROFIT 
Less: Selling 


| 
| 
| 320 
$750 | 8250 | 
& Distributn. 
Exp 1400 
Gen. & Admin. | | 
Exp. | 2620 | 
OPERATING | 
PROFIT | 
Add: Non-op. | 
Income 
Less: Non-op. 
Expense 
NET PROFIT 
(Before Tax)— 
This week 4730 
Progressive | 85000 
MANUFACTURING | 
| 
| 
| 


1710 
2400 


4730 




















VARIANCES 

Material 
Price 
Usage 





Efficiency 
Mftre. Expense 

Budget 

Idle Capacity 

Efficiency 


TOTAL i 











320 





6—SUMMARY CONTROL AND FINAN- 
To provide a weekly 8 

to enable top management to take 

timely corrective action. Prepared weekly by 

chief accounting officer. menees _Detataire 

variances may no 

manufacturin a 1 poe 
Expenses us 
corrected pro- 


FORM 
CIAL. 
operations; 


other hand, 


Profit statemen 
the same form. ase s a ay 
months and progress vely up to 
budget figures being shown in green imme- 
diately under actuals. 
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Classification of Reports 


Reports will be presented conse- 
quently to all four levels of manage- 
ment, and it becomes necessary to 
consider the various categories into 
which they fall. 


The distinction between control 
and informational reports is funda- 
mental. As Heckert and Willson 
say, “although reports can be 
grouped in any one of several classi- 
fications, a very practical basis is 
according to the function or purpose. 
From experience, every controller 
knows that reports may fall into 
two major groups—i.e. either control 
or informational. As the name im- 
plies, control reports are intended 
to assist in the control of operations 
by indicating areas which need cor- 
rective action. Informational re- 
ports are of a broader scope and use 
in that they are intended to present 
and interpret facts for management 
to use in planning and policy deter- 
mination. ... Other classifications 
of reports can be made, but the most 
important distinction for a controller 
to make is between reports for con- 


trol purposes and those for policy 
and planning purposes. Quite often 
both types will be used in arriving 
at decisions”.* 

It would seem that reports whether 
control or informational, may be 
classified further as: those which are 
presented at regular intervals (row- 
tine reports) and those which are 
initiated by the chief accounting 
officer or prepared at the request 
of top management (special reports). 


Most control reports are of a rou- 
tine nature and most special reports 
are informational, often arising out 
of the periodic control reports. Con- 
trol reports may be submitted to all 
levels of management whereas special 
reports are usually restricted to the 
higher levels. Control reports are 
often subdivided into current control 
and summary control reports. In- 
formational reports may be either 
trend, or analytical. 


Some writers refer also to “finan- 
cial” reports as comprising the an- 
nual profit and loss statement and 
8. Heckert and Willson—Controllershin—the 


Work of the Accounting Executive (Ronald 
Press Co., N.Y., 1952). Pages 390, 392. 





DAILY vies > om REPORT 
In 


To: Chief Executive Officer 
Chief Accountant 
File 


Date 8 Nov., 57 





DETAILS 
| 


| TOTAL 


BANK ACCOUNTS 
No.2 | No.3 | 





| Nei | No. 4 








CASH BOOK 
Belance b/f (Credits in black type) 
Receipts 


113000 
5000 


100000 10000 1000 





Sub-total 
Payments 


BALANCE AS PER CASH BOOK 





108000 
10000 


118000 


95000 
2000 


97000 


1000 








10000 1000 





BANK 
Balance this day (O/D in black type) 


| 90000 








77000 10000 1000 





CASH IN TRANSIT 


| 
10000 | 
| 

| 





TRADE DEBTORS 
Collections this day 
Collections month to 
Balance 


£6000 
£28000 
£120000 





FORM 7—CURRENT CONTROL. To show 

ly cash, and collections positions. By 
showing daily bank balances, to enable trans- 
fers of funds to be made between bank ac- 
counts, thereby minimising incidence of in- 
terest expense. Prepared daily by accountant. 
Notes: Bank balances obtained by telephone 
from relevant branches. Debtors Balance ob- 


tained from balance as per last monthly 
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schedule of debtors plus sales to date less 
collections to date, adjusted each time monthly 
schedule of debtors is prepared. Indicates 
approximate amount of unpresented cheques. 
Interest cost on O/D of £100,000 is £16 per 
day. May be used to graph bank balance 
trend and statistically to provide predicted 
data about rate of collections. 
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balance sheet. It is doubtful whether 
these conventional statements are of 
much value for control purposes— 
they are virtually a type of informa- 
tional report of a routine nature. 


Types of Reports 


Control reports must indicate as 
well as inform. Yardsticks in the 
form of budgets, standards or results 
of corresponding periods in the past 
should therefore be established 
against which current performance 
may be measured. Control reports 
should spotlight variations from plan, 
fix responsibility, and indicate rea- 
sons for deviations, thus enabling 
corrective action to be taken. 


Current control reports are pre- 
sented hourly, daily, weekly or 
monthly with the primary aim of 
achieving remedial action promptly, 
Most of these reports will, therefore, 
be of a routine nature. Forms 7, 8, 
9, 10, 11 and 12 are examples of 
this type of report. 

It will be noticed that some of 
these forms may also come under 
other classifications, e.g. Form 11 is 
also an informational trend report. 
Similarly, Forms 1 and 2, referred 
to earlier as examples of reports to 
lower management levels, are also 
current control reports. 

Summary control reports are 
usually presented weekly or monthly 


REPORT ON STOCKS 


To: Works Manager 
Chief Accountant 
Production Controller 
Storeman 
File 


Date 8 Nov., 57 
Store: Cartons 





Code { Description 


No. | 


Usage! 
for Order On Remarks 


Month| Point | Order | 








456 | 48” Doll Inners 


| 


500 500 } 2000 eeaieee 345 1 Nov., 57 


ee Sa 





FORM 8—CURRENT CONTROL AND ANA- 
LYTICAL. To summarise stocks on hand and 
indicate what is available for production; re- 
cord monthl consumption; signal need for 
ordering; indicate what stocks are on order. 
Prepared usually monthly by stock ledger 


keeper. be allied to other stock 
reports, e.g. (a) ovement (i.e. increase or 
decrease over a given period); (b) Slow moving 
lines (no movement for say two months); 
(c) Obsolete stocks. 


Notes: Ma 


PERSONNEL REPORT 


To: Chief Executive Officer 
Works Manager 
Chief Accountant 
Personnel Officer 
File 


Week Ended 8 Nov., 57 





TT STRENGTH 


I | | 1 





DEPARTMENT | Budget | 


Actual || Eng. | Left 


| Absent | O/time 








|| Males [Females] Males |Females || | | Hrs. 


| Hrs. 








Dept. B 
Maintenance 
Personnel 
Research 
Production Control 
Purchasing 

Sales 

Warehouse 

Office 





Dept. A | 


89 31 91 


31 4 2 160 120 

















ae 
) 


TOTAL 














: 
| 














FORM 9—CURRENT CONTROL. To inform 
management of departures from policy, par- 
ticularly the engagement of unauthorised num- 
bers or the working of excessive overtime; to 
record the fluctuating personnel strength and 
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labour turnover. Prepared weekly by. Pay 
clerk. Notes: Every department is listed, 00 
the sample only some are shown; may include 
— of absences through sickness or holl- 
ays. 
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to the higher management levels 
with the object of facilitating ““Man- 
agement by exception”, and, in some 
cases, of checking that current con- 
trol reports have been acted upon. 
As far as possible, action should be 
taken at the lower management 
levels, leaving top management to 
concentrate on policy and planning. 
These reports inform higher man- 
agement of the effectiveness of opera- 
tions and draw attention to signifi- 
cant deviations. Summary and cur- 
rent control reports should be recon- 
ciled, as far as is consistent with 
promptness of presentation. 


Forms 3, 4, 6 and 13 are further 
examples of summary control reports. 
Both current and summary control 
reports may, in certain circum- 
stances, take the form of special 
reports. 


Informational reports may assume 
a broader aspect than control reports 
and be more closely related to the 
managerial planning function. These 
reports may be routine or special 
but the former will be of little value 
to management unless they show 
comparisons and contain recommen- 
dations for future action. Copies of 
control reports sent to certain execu- 
tives for “‘action” are sometimes sup- 
plied to other executives for “infor- 
mation” purposes, but too many in- 
formational reports may unneces- 
sarily confuse the recipient. 


SCHEDULE 
: Sales Manager 
Chief Accountant 
Credit Controller 
File 


All accounting reports must be in- 
formational to some extent, but those 
of a control nature should indicate 
variations from target and suggest 
the action to be taken. Informational 
reports probably are most valuable 
when prepared as special reports de- 
signed to assist management in plan- 
ning and decision making. Special 
reports may result from routine con- 
trol reports when management de- 
cides, for example, on further studies 
in particular cases. Informational 
reports present the accountant with 
the opportunity of varying his 
method of presentation and may be 
supported by _ schedules, graphs, 
charts and tables. They may be 
classified as trend or analytical re- 
ports. 


Informational trend reports of a 
“routine” or repetitive nature include 
those relating to the trend of labour 
turnover, operators’ efficiency, idle 
time, etc. 


Form 14 illustrates a cash budget 
—a routine informational trend re- 
port. It illustrates the principle 
that informational reports should be 
projected to indicate future perfor- 
mance and facilitate planning. 


Form 11 is another illustration of 
the same type. Informational trend 
reports of a “special” nature could 
conceivably cover a wide area—for 
example, the estimated trend of sales 


OF DEBTORS 


Month: Oct., 57 





Debtors 


Over 30 Days 


| 30 Days | Current || Total 





From 


Amount 1 








Jul. 
Aug. 


Aabco Pty. Ltd. 


Addison Ltd. 


j 
{ 


| 100 0 0 
100 0 0 


} | 
300 0 0 {1500 0 0 |, 2000 0 0 
y 
| {| 250 6 9|/ 250 6 9 


| | | 





FORM 12—CURRENT CONTROL AND ANA- 
LYTICAL. To show slow paying debtors and 
facilitate credit control; to enable . reconcilia- 
tion with control account(s); to provide basis 
of estimating or amending provision for doubt- 
ful debts and for writing off bad debts. Pre- 
pared monthly by machine book-keeper. Notes: 
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“Over 30 Days” is analysed to show months 
in which debts were incurred; (anal) 
balance); debtors’ names may be imprinted 
on form by addressing machine; machine opera- 
tor enters money values from debtors’ ledger 
cards. 
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osm & 


mo om tf «€ 


a TS be be Ph 


WEEKLY oe tendon REPORT 
n 


To: Chief Executive Officer 
a Accountant 
ie 


Week Ended: 8 Nov., 57 





CREDITORS 


BANK ACCOUNTS 





Next 
Details 


| This 
Total | Month | Month|Deferred|} Account 


Cash 
Book Bank 








Materials 70000 28000 40000 2000 |} No. 1 77000 
2 


3200 3200 
1800 1800 
4000 4000 
5000 5000 





10000 
2000 
1000 














| 84000 32000 50000 2000 90000 








PURCHASE ORDERS — MONTH TO DATE 


DEBTORS 





| Total | This | Next 
Details | Placed| Month | Month 


Other 


This Last | O/due 
| Month | Month | 





Materials | 80000 40000 
Capital Expenditure 12000 5000 
Other ! 500 | 


Other 5000 


30000 || Trade 95000 25000 2000 
3000 
t 

















TOTAL | 92500 | 45000 30000 


TOTAL 








| 100000 | 28000 | 2000 





FORM 13—SUMMARY CONTROL. To give a 
quick picture of financial position, including 
cash, collections and commitments. Prepared 
weekly by accountant. Notes: Usually con- 
tains more detail than shown on sample; in- 
formation concerning purchase orders is sup- 
plied by purchasing officer; information con- 


over a five-year period, variations in 
the profitability of a sales territory, 
or the relationship of selling expenses 
to net sales over a particular period. 


With trend reports, especially, at- 
tention should be directed to the 
effect of price level changes on re- 
ported figures. Although this aspect 
may be ignored in the books of ac- 
count, it should be taken into con- 
sideration and evaluated in trend 
data reported to management, other- 
wise real situations may be distorted. 
Trends in the physical volume of 
sales over, say, the past ten years, 
would probably be quite different 
from those measured in historical 
money values. Special trend re- 
ports in relation to future economic 
prospects may be of considerable 
value to management for planning 
purposes. 


Analytical information reports are 
those which dissect information at 
4 given date or for a particular 
Period. As distinguished from trend 
reports, they deal, not with several 
time periods, but with a limited 
Period in which the matter under 
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cerning creditors is supplied by accounts payable 
clerk, who maintains a daily running record 
compiled from invoices received; debtors in- 
formation is supplied by credit controller, ac- 
counts receivable clerk or cashier; report may 
be tabled at weekly meetings of directors, 
chief executives. 


consideration is analysed into a 


number of subsidiary items. 


Forms 15 and 16 illustrate this 
type of report. Its purpose is to 
assist in the formulation of sales 
policy. 


The accountant should be able to 
supply facts which will enable man- 
agement to consider fully whether an 
unfavourable trend is due to faults 
in methods of distribution, or in the 
product, or whether the product 
should be superseded by another. 
Trade _ restrictions, political and 
economic factors, shortage of basic 
materials, technological developments 
in industry, and the state of the 
labour market could provide other 
subjects for special analytical re- 
ports. Alternative action proposals 
such as “make or buy” decisions, 
special purpose investigations, and 
analyses of plant profitability accord- 
ing to the return on capital employed, 
are additional topics. 


Operating situations such as these 
where there are many variables, call 
for the imaginative use of all re- 
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sources including financial account- 
ing, budgetary control, standard 
costs, differential costs, break-even 
analysis, statistical methods and 
good reporting. These problems are 
the dynamics of management and 
fundamental changes in policies may 
be needed to correct unfavourable 
situations. 


The accountant should realise that 
management, before arriving at a 
final decision, may have to consider 
technical reports from production, 
sales, research and other executives 
and may even have to seek outside 
advice. He must appreciate that re- 
ports dealing with problems from 
the financial angle only may have to 
be interpreted in the light of more 
important and more pressing tech- 
nical considerations. 


Finally there are financial reports. 
These refer to the annual or periodic 
statements—the revenue statement 
and balance sheet and the statement 
of sources and application of funds. 
These are historical and have limited 
value to management for control and 
planning purposes, particularly 


where comparative figures for pre. 
vious years are not given. The term 
“financial” reports when used in 
this sense should not be interpreted 
in the same way as when used in 
contrast to operating, technical or 
non-financial reports. It may be 
contended that all the reports dis- 
cussed up to this stage are “financial” 
in nature and this may be true—but 
not in the sense in which the term 
is used in this paragraph. 


In conclusion,’ it is emphasised 
that the reports and forms referred 
to in this paper are merely applica- 
tions of general principles, and each 
business organisation should adapt 
its own reporting system and its own 
routine forms. 


As regards the uses of informa- 
tion, the words of H. L. Bingham 
are significant, “The higher levels 
in large scale industry tend to have 
too much information for them to 
be able to digest and use; the lower 
levels generally have too little 
In smaller firms those in charge often 
have too little. In all grades in all 
sizes of concerns, what is received 


CASH BUDGET 
1957 





Details | Total |] Jul. 





Collections from Sales 
Less: Discounts 











Sales of Fixed Assets 
Sundry Income 


Net Collections f 








RECEIVABLES | 
TOTAL | i 


PAYABLES 
Raw Materials 
Pay Rolls 
Operating Expense 
Non-operating Expense 
Capital Expenditure 
Sales Tax 
Group Tax 





TOTAL 














Bank Balance | 
Actual Balance } 








DIFFERENCE |! iu 














J 





FORM 14—INFORMATION TREND REPORT. 
To predetermine anticipated bank balance at 
end of each month; to show variation of actual 
bank balance and budgeted balance at the 
end of each month; to assist preparation of 
projected balance sheet as at end of budget 
period. Prepared quarterly, bi-annually, an- 
nually or for longer period, as required by 
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budget officer or chief accounting officer. 
Notes: Usually much more detailed than 
sample: not prepared on a _ pro-forma; but 
typed as required; forms part of the master 
budget or profit plan and is prepared after 
other budgets (e.g. sales, production, labour, 
expenses) have been completed and ag 
upon. 
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| Nex cinta: | 


is often lopsided with very great 
detail in some respects and insuffi- 
cient in others. . . . When a man 
has responsibility he must have the 
information which is necessary for 
him to operate effectively, while his 
superior, who has delegated the 


SALES ANALYSIS BY TAX GROUPS 
IN STATES 


To: Sales Manager 
File 


State ax Group mount emarks 

















FORM 15—INFORMATION TRENO AND 
ANALYTICAL. To show how the imposition 
of Sales Tax affects sales volume in each 
State. Prepared weekly by punched card 
tabulator. Notes: Form is produced from 
punched cards for sales invoices; summarisa- 
tion of the form may be used for accounting 
purposes, e.g. to post to sales, cartons, sales 
tax, freight and insurance accounts, where 
these directions are shown by the tabulator. 


powers to him, requires only sutficient 
information in that particular field 
to assure himself of the effectiveness 
of his subordinate’s management’”.* 


Reports, no matter how good they 
are in themselves, can never be more 
than aids to management. The ability 
to arrive at working solutions to 
business problems and to exercise 
judgment ix taking action is an at- 
tribute of good management. If the 
accountant will understand and ap- 
preciate these functional differences 
and the importance of effective in- 
ternal communications, his reports 
can become strong and valuable links 
in the organisational chain, thus 
materially assisting management in 
successfully achieving planned ob- 
jectives. 





t. H. L. Bingham—tinformation—the Needs of 
a eaaaaas Cost Accountant, March, 


SALES ANALYSIS 
PRODUCT GROUPS BY STATES 


To: Chief Executive Officer 
Sales Manager 
Works Manager 
Chief Accountant 
File 


Week Ended: 





Group | N.S.W. || = Vie. 


| W.A. | Export 











Sub-total 











| 












































Bil 
| | 
tt 














Hl 
Hl 








CUSTOMER GROUPS BY STATES 





Manufacturers 


Retailers 
Chain Stores | | 











| 





Wholesalers | | | 
| 





TOTAL | 


till I] 


E 











FORM 16—-ANALYTICAL REPORT. To give 
timely detailed sales data. Prepared weekly 
by warehouse manager. Notes: This form is 
Prepared from punched card tabulator strips; 
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a monthly summary, showing variations from 
budget, is included in the monthly board re- 
port which accompanies the monthly accounts. 





NEWS AND NOTES 


Australian Society of 
Accountants 


QUEENSLAND 


Week-end Convention 

The Queensland Division will hold its 
third annual convention at the Southport 
Hotel, Southport, from Friday, 17 October 
to Sunday, 19 October. 

The subjects to be discussed at the three 
technical sessions are: “Does Management 
in Australia Really Use Accountancy? If 
Not, Why Not?” (Saturday morning) ; 
“Problems and Opinions”—an open dis- 
cussion—on Saturday evening, and “Cur- 
rent Procedures in Accounts Payable” on 
Sunday morning. 

The programme has been planned to en- 
able visitors time for leisure and sporting 
activities which include golf and bowls. 


Public Speaking Lectures 

The Education Committee was fortunate 
recently in obtaining the services of four 
well qualified speakers for the series of 
the lectures it arranged on public speaking. 
All the lecturers were Freeman of Rostrum 
with many years’ association with that 
body. Details of the lectures are as follows: 

15 July: “An Introduction to Public 
Speaking”, Mr. R. S. Byrnes, General Sec- 
retary, Presbyterian Church of Queensland. 
29 July: “Speech Preparation and Deliv- 
ery”, Mr. O. A. Buchanan, radio executive, 
Vinnicombe Advertising Pty. Ltd. 5 Aug- 
ust: “Argument Logic and the Power of 
Words”, Mr. J. T. Johnstone, Registrar in 
Bankruptcy. 26 August: “Chairmanship” 
—“The Technique of a Speakers’ Group”. 
Mr. E. R. Kennedy, manager, Kenneth 
Mitchell Agencies Pty. Ltd. 

After the conclusion of the lecture series, 
the group was divided into smaller groups 
of approximately twenty-five members, so 
that they could obtain individual experi- 
ence of public speaking in a practical way. 


Educational Activity 

The July activity for members was in 
the form of a lecture on “Statistical Sampl- 
ing”. The lecturer, Mr. R. J. O’Connor, 
B.E. (Sydney University) is in charge of 
the operations research team of W. D. 
Scott & Co. Pty. Ltd. and was previously 
a lecturer in mechanical engineering at the 
New South Wales University of Tech- 
nology. 

Mr. O’Connor said that the purpose of 
sampling, in its common form, is to elimin- 
ate or reduce the amount of réutine work 
in such matters as checking suppliers’ in- 
voices, inventories, etc. Statistical sampling 
is a mathematical approach to the tech- 
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nique of sampling which enables fairly 
accurate calculations to be made of the 
degree and magnitude of possible discrep. 
ancies at different levels of sampling. 

He added that statistical sampling cap 
be of great time and money saving value 
to accountants in commercial, industria] 
and governmental activities. 


Local Government Members: 

To enable the State President and mem- 
bers of the Divisional Council to meet 
members of the Society employed in Local 
Government accounting in provincial cities 
and towns who were in Brisbane for the 
Local Government Conference, a_ buffet 
luncheon was held at the Canberra Hotel, 
Brisbane on 5 August. 

The State President, Mr. W. T. Reid, 
extended a welcome to the official guest, 
Mr. R. L. Murray, the Auditor General, 
and to the members of the Society visiting 
Brisbane for the Conference. 

He informed these members that the 
Divisional Council of the Society, through 
its Education Committee, was desirous of 
doing whatever it could to further the in- 
terests of members engaged in Local Gov- 
ernment accounting. He advised that a 
committee of the Council would shortly be 
set up to consider members’ recommenda- 
tions regarding desirable amendments to 
the Local Government Acts and regula- 
tions. The Council would welcome parti- 
cularly suggestions from members regard- 
ing the accounting and audit provisions of 
these Acts. 

The Chairman of the Education Commit- 
tee, Mr. G. Robbins, in supporting Mr. 
Reid’s remarks also advised the members 
that the committee would be prepared at 
any time to consider any suggestion from 
members by which the Society’s educational 
activities can be arranged to suit their 
particular requirements. 

Mr. A. H. Forno of Cairns expressed to 
the State President and members of the 
Council the sincere appreciation of the 
country members present for the thought 
in arranging the function to enable the 
country members to meet the State Presi- 
dent and members of the Council. He was 
of the opinion that the suggestion put for- 
ward by the State President and Mr. Rob- 
bins would be most welcome by members 
engaged in Local Government accounting. 
Mr. C. G. Williams of Cairns support 
Mr. Forno and made suggestions whereby 
any amendments considered desirable ” 
the Local Government Acts might best be 
brought before the authorities. 


Personal 

Mr. A. V. Angove, A.A.S.A., Shire Clerk, 
Kingaroy, has been appointed State Pres! 
dent of the Queensland Division of the Aus- 
tralian Institute of Municipal Administra 
tion. 
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NEW SOUTH WALES 


“Reonomie Factors Affecting Australian 

Trade” 

On 5 August, the lecture series “Econo- 
mic Factors Affecting Australian Trade” 
commenced at the Anzac Memorial Centre 
Auditorium. More than 300 members en- 
rolled for this series. 

It was most timely that Mr. P. S. Shrap- 
nel, B.Com., A.B.I.A., Economist, W. D. 
Scott & Co. Pty. Ltd. should speak on 
“Business Forecasting in Australia”, for 
on the same evening, Sir Arthur Fadden 
brought down the Budget in the House of 
Representatives. 

The members present listened with keen 
interest to Mr. Shrapnel and appreciated 
his presentation of graphs and charts in 
his forecast. However, it was not surpris- 
ing to see everyone disperse rather rapidly 
after the lecture, to hear Sir Arthur’s 
broadcast Budget speech. The chairman 
of the meeting was Mr. A. Cupit, 
F.A.S.A., and the vote of thanks was moved 
by Mr. H. G. Magaard, F.A.S.A. 

The second lecture was given on 19 
August, when the speaker was Dr. W. A. 
Westerman, M.A., chairman, Australian 
Tariff Board, and the subject was “Tariff 
as an Instrument of Economic Policy”. 

Dr. Westerman outlined the uses of the 
tariff as an economic tool, its value under 
various situations, and the problems and 
side effects of the various actions that could 
be taken. He made it evident that the 
Tariff Board is aware of the power it can 
exert and explained the lengths to which 
It goes to ensure that it has all the facts 
needed for its enquiries. 

The chairman on this occasion was Mr. 
A. E. Dent, F.A.S.A., State President, and 
the vote of thanks was moved by Mr. C. P. 
Rowe, F.A.S.A. 


Members’ Luncheon 


The Hon. J. J. Cahill, Premier and Treas- 
uer of New South Wales, was the guest 
speaker at the members’ luncheon held on 
13 August at the Trocadero. 

Mr. Cahill, who recently returned from 
a trip to the U.S.A., spoke about his ex- 
periences in New York and other leading 
tities. He was enthusiastic about the 
Prospect of large American companies 
establishing activities in Australia and he 
was encouraged to find the interest that 
Americans generally took in Australia. Mr. 
Cahill referred to the recent appointment 
of Dr. A. Denning, D.Sc., Dip.Ed., as first 
New South Wales Commissioner in the 
United States of America. This innovation 
in State representation should have bene- 
fcial results for New South Wales. 

Mr. Cahill, speaking from his experience 
4 Treasurer of N.S.W., said that account- 
ants should be very proud of their profes- 
sion. In the complex world of business to- 
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day, the accountant played a most import- 
ant part. 

The chairman of the meeting was the 
State President, Mr. A. E. Dent, F.A.S.A., 
and the vote of thanks on behalf of the 
400 members present was moved by the 
General President of the Society, Mr. O. H. 
Paton, F.A.S.A. 


WOLLONGONG BRANCH 


On 5 August the Wollongong Branch held 
a series of mock company meetings under 
the general title of “The Promotion, Regis- 
tration and Formation of a Proprietary 
Company”. Messrs. J. E. Booker, A. C. 
Chambers, J. Fitzgerald, W. A. Hall and 
G. Martin acted as promoters and pros- 
pective shareholders of the company and 
Mr. R. G. Gole acted as the consulting 
accountant. The members and students 
present were invited to submit questions 
to the panel and this type of meeting 
proved to be of great interest and help. 

An actual set of statutory books, forms, 
returns and memorandum and articles of 
association used in a proprietary company 
formation were used to make the meetings 
more realistic. 


Personal 

Messrs. Douglas Davidson & Co. advise 
that their offices are now situated at the 
Bank of Adelaide Chambers, 43 Margaret 
Street, Sydney. Their new telephone num- 
ber is BX 7247. 

Mr. D. E. Gudgeon, A.A.S.A., has been 
appointed accountant-secretary of Wilkins 
Servis Pty. Ltd. 

Mr. D. L. E. Griffin advises that he is 
now practising at 50 Miller Street, North 
Sydney. His telephone number is XB 6195. 
He was previously at 477 Pacific Highway, 
Artarmon. 


TASMANIA 


1958 Lectures 

The Divisional Council entertained at 
supper on 21 July, the lecturers who pre- 
sented papers to the Division in the series 
held during June and July. The State 
President (Mr. J. G. Cooper) expressed the 
Council’s sincere appreciation of the lec- 
turers’ contribution to the Society’s activi- 
ties for the current year. 


Luncheon Meeting 

A well-attended luncheon was held in 
Hobart on 29 August and opportunity was 
taken for presentation of membership cer- 
tificates to newly admitted members, those 
who have recently been advanced in status, 
and, also, Honours certificates to students 
gaining awards at the May examinations. 

The State President gave a short address, 
in which he reviewed recent developments 
in the work of the Society, and outlined 
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plans being made by the Division for acti- 
vitiea during the remainder of 1958 and 
for 1959. These include a theatre evening 
during September or October; the final 
luncheon for 1958 early in November, and 
the annual church services throughout the 
State on 9 November. The main function 
of 1959 will be a Convention to be held 
during September at a location to be 
selected in the northern part of the island. 


SOUTH AUSTRALIA 


Lecture 

Approximately 100 members attended a 
lecture at the Y.W.C.A. Hall, Pennington 
Terrace, North Adelaide on 14 July, when 
a panel of three senior executives of the 
Postmaster General’s Department  ad- 
dressed members on “How the Post Office 
can be Used to Increase the Efficiency of 
Your Business”. 

The three speakers were Messrs. H. 
Williams, (assistant superintendent, Mail 
Exchange Branch), A. F. Hall (assistant 
superintendent Telegraph Service Branch) 
and R. Prior (assistant superintendent, 
Telephone Service Branch). Each lecturer 
spoke for thirty minutes and ample time 
was given to members to ask questions. 
Members fortunate enough to be present 
heard many items of interest in connection 
with the facilities available from the 
P.M.G.’s Department. 


Monthly Luncheon 

The July luncheon was held at the S.A. 
Railways’ Refreshment Rooms on 21 July, 
when 120 members heard an excellent ad- 
dress on Cyprus by Mr. D. H. A. Clark, 
B.A. (Oxon.), manager for South Aus- 
— of the Shell Company of Australia 

td. 

As a result of the response received from 
members to these luncheons, the Divisional 
Council has decided to arrange further 
luncheons this year, which will be held 
on 29 September, 27 October and 24 Novem- 
ber. Due notice of these luncheons will be 
given to members. 


Members’ Dinner 

Members are advised that the members’ 
dinner wi!! be held at the Myer Apollo 
Dining Hall on Friday, 26 September. 
Arrangements are well in hand for this 
function which will be attended by leading 
citizens and representatives of kindred 
associations. The Divisional Council trusts 
that this dinner will receive the full sup- 
port of members of the Division. 


Personal ; 

Mr. R. A. Moffatt has been appointed 
Commonwealth Public Service Inspector 
for South Australia. 


468 


Mr. G. R. Clarke has been appointed 
managing director of Adelaide Chemical ¢ 
Fertilizer Co. Ltd. 

Mr. R. T. Clarx> has taken the position 
of accountant wil: Gerard Industrie; 
Limited. 


Deaths 

It is with regret that we report the 
death of the following members:—Messrs, 
D. E. Edwards, O. G. Simons and A. Jj. 
Thomas. 


VICTORIA 


Taxation Lecture Series 

By arrangement between the Victorian 
Division of the Australian Society of 
Accountants and the Australian Institute 
of Management (Melbourne Division) a 
series of four lectures entitled “Taxation 
for the Business Man” will be held during 
September. The programme is as follows: 

First lecture: Monday, 15 September. 
Subject: “Taxation of Companies”; Lec 
turer: Mr. J. M. McKellar White, F.A.S.A, 
Research Director, Federated Taxpayers’ 
Association of Australia. 

Second lecture. Thursday, 18 September. 
Subject: “Depreciation”; Lecturer: Mr. 6. 
W. Chenoweth, A.A.S.A., of Price, Water- 
house & Co., and Flack & Flack. 

Third lecture: Tuesday, 23 September. 
Subject: “Superannuation Funds”; Le- 
turer: Mr. 4 . Stackpool, F.ALL 
A.F.A.I.M., General Life Assurance (0. 
Ltd., Sydney. 

Fourth lecture: Monday, 29 September. 
Subject: “Purchase and Sale of a Business”. 
Lecturer: Mr. K. C. Keown, F.A.S.A., Head 
of School of Accountancy, Royal Melbourne 
Technical College. 

The lectures will be held at the Assembly 
Hall, 156 Collins Street, commencing at 
6 p.m. A fee of thirty shillings per person 
will be charged for attendance at the series 
and enrolment should be made with the 
State Registrar, Australian Society of 
Accountants, 37 Queen Street, Melbourne. 


Annual Research Lecture 

Professor L. Goldberg, B.A., M.Com. 
F.A.S.A., will take “Depreciation” as his 
subject for the nineteenth annual res 
lecture to be delivered at 8.15 p.m. 
Wednesday, 8 October in the Commerce 
Theatre, University of Melbourne. 

The lecture is to be delivered under the 
auspices of the Victorian Division of the 
Australian Society of Accountant? and the 
University of Melbourne Extension Com- 
mittee. 

Professor Goldberg is the Gordon L. 
Wood Professor of Accounting, Faculty of 
Economics and Commerce, University ° 


The Australian Accountant, September, 1958 





Melbourne, and has recently been appointed 
a member of the Council of the Victorian 
Division of the Australian Society of 
Accountants. His lecture, which will be the 
nineteenth annual research lecture endowed 
by the Society and previous Institutes in 
the University of Melbourne, will take the 
form of a critical examination of the 
assumption underlying arguments on de- 
preciation. 


Personal 

Messrs. Tolhurst, Henley, Munckton & 
Co. advise that Mr. A. McB. Fairfoul, who 
was elected recently as a member of the 
Stock Exchange of Melbourne, has been 
admitted to partnership. Mr. Fairfoul is 
a Fellow of the Australian Society of Ac- 
countants and is a councillor and hon. 
treasurer of the Victorian Division of the 
Society. For some time he was commer- 
cial editor of the Melbourne “Herald”. 


Messrs. David Fell & Co. of Melbourne, 
and Mr. R. W. Ellis have amalgamated 
their practices as Chartered Accountants 
(Aust.). The new partnership is_ being 
carried on in the name of David Fell & 
Co., 360 Collins Street, Melbourne. 


WESTERN AUSTRALIA 


Complimentary Dinner 


A most enjoyable complimentary dinner 
was given by the Western Australian 
Divisional Council to Mr. G. L. Brodrick, 
F.A.S.A., who has retired from both the 
Divisional and General Councils. In the 
unavoidable absence of the State Presi- 
dent (Mr. J. M. Groom), the vice-president 
(Mr. G. A. Gordon) presided. In a eulo- 
gistic address he paid tribute to Mr. Brod- 
rick’s energetic service over a number of 
years as Councillor of both the former 
Federal Institute of Accountants and the 
Australian Society of Accountants. 


Luncheon 


Dr. Gordon Hislop, M.L.C. was the 
speaker at the July monthly luncheon. His 
subject, “What I Would Like to See Hap- 
pen in Western Australia”, contained a 
number of provocative ideas and his re- 
marks were of great interest to those 
Dresent. At the third luncheon held at 
Fremantle, the speaker was Mr. N. J. C. 
McCombe, Town Clerk of Fremantle, who 
Ya about industrial development of that 
city. 


Personal 

Mr. A. E. Betts, F.A.S.A., has recently 
retired after nearly 59 years’ service with 
Henry Berry & Co. (Australasia) Ltd.; the 
last 88 years being as manager of the 
company’s Perth branch. 
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Australasian Institute 
of Cost Accountants 


WESTERN AUSTRALIA 


At meetings of members organised by 
the Western Australian Division of the 
Institute there has been a consistent em- 
phasis on the need to recognise accounting 
and cost accounting as one unit in the 
management field. 

Mr. Nettleship, the speaker at the March 
meeting, gave his views on costing as a 
training for management, and the need 
for appreciating the importance of sales. 
This was echoed by Mr. Smith, who spoke 
at the May meeting. Mr. Tauss, speaking 
at the June meeting, said that all units of 
middle and top management need an under- 
standing of each other’s fields. 

In the most recent address, Mr. N. Dufty, 
B.A., F.I.M., head of the Department of 
Management Studies, Perth Technical Col- 
lege, spoke about management training in 
U.S.A. and England as contrasted with 
such training in Australia. Mr. Dufty has 
recently returned from a Fulbright Scholar- 
=< course in U.S.A. and a visit to Eng- 
and. 

Further talks are planned for 11 Sep- 
tember and 16 October. 


NEW SOUTH WALES 


On 30 June the New South Wales Divi- 
sion of the Institute held its annual film 
evening, which was thoroughly enjoyed by 
members and their families. This social 
function was held on the same night as 
the annual general meeting of the Insti- 


te. 

On 21 July a lecture was given by Mr. 
A. Bower, personnel and training consult- 
ant of W. D. Scott & Co. Pty. Ltd., who 
titled his lecture “Is Executive Develop- 
ment Worth the Cost?” Mr. Bower spoke 
to a large audience on the importance of 
training and selection of executives from 
Management’s point of view. 


SOUTH AUSTRALIA 


Factory Visit 


A total of 45 members and students of 
the South Australian Division made a fac- 
tory visit to General Motors-Holden’s 
Limited, Woodville, on 6 August. Members 
were conducted through the plant by Mr. 
Ron Watkins and later were entertained 
at afternoon tea by the management. 


QUEENSLAND 


Members’ Luncheons 


On 23 July, the monthly luncheon dis- 
cussion of the Institute was held in Me- 
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Donald’s Oak Room, Edward Street, Bris- 
bane. At this meeting, Mr. D. S. Scott, 
F.C.A.A. of W. D. Scott & Co. Pty. Ltd., 
explained to members the meaning of 
“Operations Research” and gave some ex- 
amples of its present-day application in 
Brisbane, as well as in the rest of Aus- 
tralia. 

This subject was chosen as it was con- 
sidered to be one which is seldom ade- 
quately explained in current technical 
literature and about which many people 
have gained the wrong impression. 


VICTORIA 


New Councillors 

At the Council meeting of the Victorian 
Division of the Institute held on 11 August, 
Messrs. F. A. Buttner and K. Cross, were 
elected to the Victorian Council. Both new 
councillors have been invitee members of 
the Council. Mr. Buttner is associate 
director and treasurer of The Standard 
Motor Products Limited and is publicity 
officer of the Division. Mr. Cross is a 
partner of Messrs. Offner, Hadley & Co., 
Chartered Accountants (Aust.) and has 
been active in Institute affairs for many 
years. 


Research 

The research activities of the Division 
are proceeding under the chairmanship of 
Mr. A. H. Blamey, the subject under cur- 
rent consideration being “Reporting to 
Lower Levels of Management”. 


Membership Promotion 

Discussions are being held with the Aus- 
tralian Accountant’s Students’ Society in 
an endeavour to interest students in cost 
accounting. 


Industry Discussion Groups 

Discussion groups promise to play an 
important and interesting part in the acti- 
vities of the Division as the following de- 
tails of the various groups activities indi- 
cate. 


TEXTILE INDUSTRY GROUP 


This group—the first to begin activities 
—has held regular meetings during the 
past few months and has discussed prob- 
lems commonly encountered in the industry 
including: 

Methods Engineering Studies and Stan- 
dard Costing. Methods engineering was 
found to be in common use by most of the 
organisations represented in the group and 
the data available from the methods studies 
was of great assistance to the cost account- 
ant in setting standards. This scientific 
approach resulted in more accurate labour 
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standard costs. However, the use of meth. 
ods studies was found to have some limita. 
tions. In particular, when pricing a new 
product such as a new cloth, it was difficult 
to get data from the methods engineering 
section to assist in costing for initial price 
setting. Usually methods engineering data 
was only available after a reasonable 
amount of the actual work had been put 
through. 


Another limitation arose from the fact 
that ‘the production bases used in methods 
engineering were principally set with a 
view to establishing a fair basis for incent- 
ive bonus. On occasions this basis was not 
suitable for product costing. For instance, 
in the case of the operation, “Drawing In’, 
the methods engineering basis is usually 
the number of ends drawn, whether the 
length of the warp be five yards or 500 
yards. For costing purposes it is necessary 
to establish the cost per yard or per piece 
of a standard length. 


Influence on Costs of Incentives. Savings 
achieved by the use of incentive labour 
payments were usually in overheads. The 
type of incentive commonly used passed 
the value of any labour saving to the 
worker, consequently the employer’s saving 
had to come from the reduction in over- 
head per article produced, which had re 
sulted from the increased production per 
operator. 


The subject of group versus individual 
bonus schemes was also discussed. It 
was generally considered that, whilst each 
case should be considered separately, the 
group system was preferred. An example 
was quoted in support of this preference. 
A weaving shed has four tuners each 
minding forty looms. It may happen that 
one section has four looms stopped await- 
ing the tuner’s services while in the other 
sections all looms are working. A more 
flexible method of operating is to have the 
four tuners operating as a group in which 
case all four stopped looms could have 
immediate attention. The principal disad- 
vantage was considered to be that indivi- 
dual inefficiency was less apparent than 
under an individual scheme. 


Accounting for Factory Expense. Dis 
cussion on the use of budgets revealed thet 
the fixed annual budget seemed to be in 
use generally, although the advantages of 
shorter term flexible budgets were appre 
ciated, particularly in those sections of the 
industry where variations in deman 
— sudden fluctuations in production 
levels. 


The question whether “low experience”, 
“reasonable cost” or “full capacity” shoul 
decide the budgeted level of production and 
sales volume was also discussed. The sales 
budget seems normally to be the starting 
point in preparing a budget in the textile 
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industry in Australia. However, occasion- 
ally it may be necessary to budget on a 
“reasonable cost” basis in order not to be 
priced out of the business. The value of 
market research as an aid to sales fore- 
casting was also mentioned in the dis- 
cussion. 


Departmentalisation. Generally, labour 
results, and in one or two cases some 
variable items, are quite comprehensively 
departmentalised. However, factory ex- 
penses, many of which could be allocated 
to departments only on an arbitrary basis, 
are often allocated under such broad head- 
ings as “Spinning”, “Weaving”, etc. 

The fact that some departments incur 
very little factory expense relative to labour 
cost, whereas in others these expenses may 
be substantial, was advanced as a reason 
for greater departmentalisation where ex- 
pense is allocated as a percentage of direct 
labour cost. 


Bases for Allocation to Departments. The 
most common basis for allocating factory 
expense seems to be as a percentage on 
direct labour cost. However, there are 
some instances where a machine hour rate 
basis is in use. It was thought that the 
answer provided by either would probably 
be surprisingly similar because where 
direct labour was used for allocation, 
labour was restricted principally to machine 
operators and production normally went 
through all departments. 

The allocation of factory expenses rela- 
tive to “idle capacity” was also discussed. 
A problem was provided by the unused 
capacity in one section of a plant. This 
problem commonly arises when an abnor- 
mally coarse or fine count of yarn is pass- 
ing through the plant and throws spinning 
and winding plant “out of balance” for 
the time. The general opinion was that 
such unused capacity is not usually picked 
out as “idle capacity” cost. 


BUILDING INDUSTRY GROUP 


This group, under the chairmanship of 
Mr. D. M. Cronin, has decided to conduct 
an investigation into costs associated with 
Victorian housing construction. The group’s 
twelve members will investigate all aspects 
of costing, including that used in Govern- 
ment pre-cut housing factories and in fac- 
tories and workshops of private firms. 


MOTOR INDUSTRY GROUP 


The first formal meeting of this group 
was called for 27 August, and future meet- 
ings will be held monthly. The first sub- 
lect for discussion was “Pricing Policies 
for Replacement Parts”, the chairman being 
Mr. H. F. Fox, immediate past State presi- 


dent. The discussion covered such subjects 
& “Differentiak Cost of Manufacture or 
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Purchase” “Obsolescence Factor”, “Com- 
petition with ‘Pirate’ Parts”, “Competition 
with Panel Beaters” and “Costing of In- 
surance Work”. 


New Members 


The names of new members whose appli- 
cations for admission were approved at 
the August Council meeting and the names 
of those advanced in status are listed on 


page 
Film Night 

The annual social gathering of the Divi- 
sion held on 14 August was again well 
attended by members and their wives. 
After the screening of the films an en- 
joyable supper was served. The occasion 
provided an opportunity for councillors 
and their wives to meet the members pre- 
sent. 


Factory Visit 


So many members were anxious to join 
in this factory visit that a ballot had to 
be taken. Those fortunate to be included 
spent the afternoon of 15 August inspecting 
three factories of Electronic Industries Ltd. 
where components of television sets are 
manufactured. A detailed description of 
factory procedures and costing systems was 
of great interest to everyone. 


Shell Refinery Visit 


Members who have not visited this inter- 
esting refinery are urged to fill in their 
acceptance forms as early as possible, for 
the trip to take place on 22 September. 
The last visit to Geelong was greatly 
praised by all who attended. 


1959 Convention 


Members are reminded to keep 13 to 15 
May, 1959, free for the Victorian Division’s 
annual Convention. The theme of the Con- 
vention will be “A Planned Approach for 
Greater Profits” and will cover the cost 
accountant’s responsibility in short and 
long term budgeting and the co-ordination 
of facts and statistics for planning. A panel 
of top-grade speakers is again assured and 
it is proposed to include two case studies. 


United Nations Technical Assistance 
Administration 


A request has been received from the 
United Nations for nominations for a 
management and cost accountant for the 
Government of Burma. Any member inter- 
ésted in this appointment with the Indus- 
trial Development Corporation of Burma 
is asked to contact the Division’s publicity 
officer, Mr. F. A. Buttner, The Standard 
Motor Products Ltd., 559 Elizabeth Street, 
Melbourne. 
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Australian Accountants’ 
Students’ Society 


VICTORIA 


Annual Meeting 


At the annual meeting of the Students’ 
Society held on 2 June, a ballot was neces- 
sary to fill the eleven vacancies on the 
Council for 1958-59. The ballot resulted 
in the following being elected: Messrs. A. 
Anzion, W. A. Boag, J. F. Borne, C. E. 
Copp, E. L. Ethell, J. E. Hyland, E. V. 
Legg, J. R. S. Russell, J. A. Ragg, R. L. 
Williams and Miss E. G. McPherson. 

At the July Council meeting, the resig- 
nation of Mr. J. E. Hyland as a councillor 
was accepted with regret and a minute of 
appreciation for services rendered in the 
interests of students over many years was 
placed on record. The Council subsequently 
appointed Mr. J. G. Foster, Assistant State 
Registrar, to fill this casual vacancy. 

At the same meeting, the following 
office-bearers were appointed: President: 
Mr. R. L. Williams; vice-president: Mr. 
W. A. Boag; honorary secretary: Mr. E. L. 
Ethell; honorary assistant secretary/ 
treasurer: Mr. J. G. Foster. 

At the conclusion of the formal business 
a most interesting lecture was given by 
Mr. J. A. Waterman of the Commercial 
Union Assurance Co. Ltd. on “Insurance of 
Loss of Profits Through Fire”. The 
Council is most grateful to Mr. Waterman 
for giving of his time and experience for 
the benefit of members. 


Visit to Industrial Plant 

On 10 June, a party of approximately 70 
members visited the mills of the Australian 
Paper Manufacturers Ltd. at Fairfield. 
Those students who were fortunate enough 
to make this visit were most interested in 
the explanations of the accounting system 
given to them by the factory accountant 
and also the subsequent conducted tour 
through the factory itself. On behalf of 
the visitors, the Council hereby records its 
thanks and appreciation. 


Model Answers Discussions 

On 23 and 27 June, Mr. A. E. Speck, 
B.Com., F.A.S.A., F.C.1.S., led the discus- 
sions on model answers to the accounting 
and auditing papers of the May 1958 exam- 
inations. As usual these discussions were 
well attended and were of great value to 
the students present. 


July meeting 

As a result of many requests, it was 
arranged for Mr. G. S. Watson, B.Com., 
A.A.S.A., internal auditor, Myer Emporium 
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Ltd., to repeat a series of lectures given 
previously on “Holding Companies and 
Consolidated Statements”. This series again 
proved to be most successful and was of 
great benefit to the large number of stu- 
dents attending and, on their behalf, the 
Council records its thanks to Mr. Watson. 


August Meeting 

“Discharge of a Contract” was the title 
of the lecture delivered on 4 August by 
Mr. G. R. Thompson, A.A.S.A., to a meet- 
ing of 62 students. From the number of 
questions asked, both during and at the 
conclusion of the address, this subject 
proved to be one in which students had a 
particular interest and from which those 
present gained a great deal of information. 
The Council hereby expresses its thanks 
to Mr. Thompson. 


QUEENSLAND 


Punched Card Demonstration 


Through the courtesy of the management 
of the Committee of Direction of Fruit 
Marketing, the committee of the Students’ 
Society was able to arrange a demonstra- 
tion of punched card accounting at the 
C.0.D. Cannery, Northgate on 17 July. 


The visiting party of forty students was 
shown a film on the subject supplied by 
the manufacturers of the system and the 
members then divided into two groups. 
Each group in turn witnessed a practical 
demonstration of the various punched card 
accounting machines and was given a lec- 
ture on the application of the punched 
card system by Messrs. L. Rosbrock and 
N. Johnson respectively. The latter is 3 
member of the Students’ committee. The 
evening was particularly successful and it 
is hoped that demonstrations of a similar 
kind can be arranged. 


Lecture on Bankruptcy Law 


Mr. F. Connolly, M.A., LL.B., was the 
speaker at the meeting of the Students’ 
Society held in Brisbane on 6 August. He 
conceded that the subject “Bankruptcy 
Law” in common with certain other sub- 
jects was often found by students to be 
difficult to learn from the Statute. He 
briefly traced the origin and purpose of the 
present-day Act and discussed the general 
procedures of a bankruptcy court and the 
practical aspects of bankruptcy. Mr. Con- 
nolly followed this by an explanation of 
the various sections of the Act. His ap 
proach to the subject and his lucid explana- 
tions helped the students to a clearer under- 
standing of the Act’s complexities. Hé 
proved to be a most entertaining speaker, 
his wit as well as his knowledge contribut- 
ing to the success of the evening. 
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NEW SOUTH WALES 


Lecture Series 

The Sydney Branch of the Students’ 
Society has begun its second series of 
lectures for the year. Seven lectures are 
scheduled. They include a taxation dis- 
cussion group and tape recorded lectures 
on the subject of “Contract” and “Nego- 
tiable Instruments”, kindly made avail- 
able by the Queensland Division. 


On 16 July, Mr. C. R. Airey, B.A., 
AA.S.A., delivered a lecture on “Bank- 
ruptcy Accounts”. He gave particular 
attention to answering an examination 
question on the preparation of the state- 
ment of affairs and deficiency account. 


On 29 July, Mr. F. C. Hayes, A.A.S.A., 
A.C.A.A., presented a lecture on company 
accounts, and in particular referred to 
“Consolidated Revenue Statements” (Ques- 
tion 4 of the May 1958 examination). The 
Students’ Society wishes to record its ap- 
preciation of the continued support given 
by Mr. Hayes and to thank his colleague, 
Mr. John O’Hair, for his contribution to 
“G6ompany Law and Procedure”, model 
answers. 

On 7 August, Mr. Bruce Steenson spoke 
on “Commonwealth Income Tax—Leases, 
Sections 85, 86, 87 and 88”. It was Mr. 
Steenson’s first appearance at Student 
Society meetings and it is hoped that he 
will have other opportunities to address 
members. 


The number of members and friends at- 
tending meetings, has been good but we 
continue to urge all students to attend 
these lectures. They are held for their 
benefit. The committee is of the opinion 
that the lectures could be invaluable to 
members, generally. 


WESTERN AUSTRALIA 


Following the recent re-organisation of 
the Western Australian branch of the 
Students’ Society, membership has grown 
to more than one hundred. 


In July members were privileged to hear 
& most valuable address entitled “The De- 
velopment of Accounting and Accounting 

trines Theory and Concepts” by Mr. 
W. O'Halloran, F.A.S.A., president of the 
Students’ Society. 


The programme of lectures scheduled for 

é remainder of the year and the speakers 
concerned include:— “Income Tax Law”, 
Mr. J. M. Groom, F.A.S.A., State Presi- 
dent of the Australian Society of Account- 
ants; “Company Law”: Mr. Calder 
Crowther, F.A.S.A., (member of State Divi- 
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sional Council); “Bankruptcy Law”: Mr. 
A. H. Johnson, F.A.S.A., Official Receiver 
in Bankruptcy (member of State Divisional 
Council). 


— Ww — 


NEW BOOKS 


Additions to the Australian Society of 
Accountants Central Library, Melbourne 


Accounting for the forest products indus- 
tries. Canadian Institute of Chartered 
Accountants. Toronto: 1957. 61 pp. 


The challenge of employee shareholding. 
George Copeman. London: Business 
Publications Ltd., 1958. 200 pp. 

The construction of graphs and charts. 
A. S. Hall. Melb.: Pitman, 1958. 172 pp. 


Electronic data processing conference May 
9-13, 1958; report of proceedings. Aus- 
tralian Institute of Management. Sydney 
Division. Sydney: 1958. 209 pp. 

Filing systems, 4th ed. Edward A. Cope 
and C. Ralph Curtis. London: Pitman, 
1957. 204 pp. 

The government of Victoria. University of 
Melbourne. Dept. of Political Science. 
Melb.: Univ. Press, 1958. 73 pp. 


Grain accounting in Canada. Canadian 
Institute of Chartered Accountants. 
Toronto: 1957. 52 pp. 


The hidden persuaders. Vance Packard. 
London: Longmans, 1957. 275 pp. 

Integrated and electronic data processing 
in Canada. Canadian Institute of Char- 
tered Accountants. Toronto: 1957. 56 pp. 

The law and practice of meetings, 4th ed. 
Frank Shackleton. London: Sweet & 
Maxwell, 1958. 296 pp. 


Municipal finance in Canada. Canadian 
Institute of Chartered Accountants. 
Toronto: 1957. 40 pp. 

Parkinson’s law; or the pursuit of progress. 
C. Northcote Parkinson. London: John 
Murray, 1958. 122 pp. 

The remuneration of commission agents in 
Australia and New Zealand, 3rd_ ed. 
P. E. Joske and A. S. Lloyd. Sydney: 
Law Book Co., 1957. 251 pp. 

Trends in public accounting practice. 
Austin Donnelly. Sydney: Butterworth, 
1958. 177 pp. 

The uneasy case for progressive taxation. 
Walter Blum and Harry Kalven. Chicago: 
Univ. of Chicago Press, 1953. 107 pp. 

Work sampling. R. E. Heiland and W. J. 
Richardson. New York: McGraw-Hill, 
1957. 243 pp. 
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BOOK REVIEWS 


The Principles of Successful Share Buy- 
ing and Investing, by G. C. Harrison. 
Rydge’s Business Journal, Sydney, pp. 
viii + 342. Price £4/4/-. 


This book provides an introduction to 
the processes of buying and selling shares 
in Australia. After a brief account of the 
functions of the stock exchange it discusses 
the nature of the various types of security 
available to investors. It then outlines the 
various basic types of accounts—manufac- 
turing, trading, profit and loss, and the 
balance sheet—and considers how public 
company financial statements should be 
interpreted. Against this background it 
proceeds to outline the rules (with quali- 
fications) whereby investors may select the 
right company for their purposes, how 
they should time their purchases and sales 
and how they may speculate—it is hoped 
without too many tears. Further informa- 
tion is provided on the basic source of in- 
formation about new entrants to the stock 
exchange lists, namely the prospectus’ and 
a guide is provided for those who wish to 
enter the mining market. 


Mr. Harrison obviously has a_ thorough 
knowledge of his subject. He writes 
clearly and simply. Without doubt, within 
its limits, this is a well thought out book. 
Its limits, however, should be clearly 
recognised. It is written for the layman 
unfamiliar with stock exchange practice or 
jargon or with the practice and phrase- 
ology of accountants. For such a person it 
is an admirable survey (with one excep- 
tion, it has no index—which may not bother 
the expert, but which seems a sad gap for 
the beginner for whom this book is 
intended). Experts, however, will find 
little that is new in it. Practising account- 
ants will merely be bored by the account- 
ing sections. As part-producers of pros- 
pectuses they may, however, find it useful 
to see how a skilled consumer of their pro- 
ducts, views their output. Economists will 
find nothing new on the determination of 
share prices and related matters. For 
people such as these the book will merely 
serve as a handy reference (how much more 
handy if it had an index) to the details 
of Australian stock exchange and invest- 
ment practice. 


Mr. Harrison has performed a useful 
task in making available to the uninitiated 
a readable introduction to the techniques 
of buying and selling shares under the 
conditions of the Australian market. One 
wonders, however, how many such people 
there are who can afford the high price 
the publishers are asking for this book. 


—A. R. HALL. 
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Share Price Indices in Australia, by D. 
McI. Lamberton. Law Book Co. of Aus. 
tralasia Pty. Ltd., Sydney, 1958, pp. x 
+ 114, Price £2/2/-. 


While Harrison’s book is for the 
beginner, Lamberton’s is for the expert. 
The latter, however, has not been as suc- 
cessful as has the former in meeting the 
requirements of his audience. Lamberton’s 
book is essentially a description of the 
method used in compiling the Sydney Stock 
Exchange’s new share price index, which 
he was responsible for devising with the 
financial support of the Sydney and Mel- 
bourne Stock Exchanges, the Life Offices’ 
Association for Australasia, the Bank of 
New South Wales and the Commercial 
Banking Co. of Sydney. 


He considers that what should b 
measured in a stock exchange price index 
is investors’ actual experience from the 
purchase of a particular sample of shares. 
The method employed in attempting to 
measure such changes is known as the 
value ratio method, a method which was 
worked out by the Cowles Commission in 
the United States in the 1930’s. 


While an explanation of the formula and 
method of the new index is the basic pur 
pose of the book, the actual explanation 
takes up only a relatively small proportion 
of its total space. The greater part is 
devoted to what might be described as back- 
ground issues—the nature of the investing 
public, the role of share capital in the 
economy and the causes and effects of 
fluctuations in share prices. On the whole 
this discussion is disappointing. For the 
most part it is based on American experi- 
ence not Australian. While most of the 
more important issues are raised the dis- 
cussion of them is hesitant and inconclt- 
sive. 

The major weakness of the book, how- 
ever, is that it fails to make clear exactly 
what the new stock exchange index is 
measuring. From 1936 to 1949 the new 
index records virtually the same experience 
as the three older available indices. Since 
that date, it not only has a wider ampli 
of fluctuation (which Lamberton notes) but 
a different trend (which he doesn’t). Have 
investors’ experienced a_ substantial in- 
crease in the value of their holdings since 
1949 or has the value of their holdings 
increased only slightly? Is the new index 
recording their experience faithfully or 
it merely reflecting changes in the comp0- 
sition of the index during these years’ 
Why haven’t the older indices followed the 
new one? In failing to examine this prob 
lem Lamberton has missed an opportunity 
to explain the nature of the new indé 
which to the reviewer at least stil 
remains something of a mystery. 


—A. R. HALL. 
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Practical Financial Statement Analysis. 
Roy A. Foulke, McGraw-Hill Book Co., 
New York. 4th edition 1957. 712 pp. 
Price $7.50. 


The fourth edition of this internationally 
known work by Roy A. Foulke, vice-presi- 
dent of Dun & Bradstreet, Inc., is a revised 
and enlarged edition, incorporating “the 
fourteeen important ratios” developed 
nearly twenty-five years ago by the author 
and the organization to which he belongs. 
The comparative statistics have been 
brought up to date to include those of 
1955—-covering some seventy lines of busi- 
ness activity, and drawn from upwards of 
10,000 American corporations. No other 
work of this type provides such a wealth 
of factual material. 

The author has devoted almost the whole 
of his business life to analysing the 
strength and weaknesses of all types of 
commercial and industrial undertakings in 
the U.S.A., and in discussing operating 
problems with management. It is from 
this extensive experience allied with un- 
rivalled source data that we now have at 
hand an indispensable tool for “practical 
financial statement analysis”, a well-con- 
ceived title most aptly expressing the use- 
fulness of this book. 


The book is divided into seven parts and 
although most of these deal with the sub- 
ject from the external analysist’s view- 
point, more than a third of the entire book 
is devoted to the internal analysis of 
balance sheets and income statements and 
the significant ratios that may be derived 
from them. As Foulke puts it, “Balance 
sheets and income statements are historical 
rather than prophetic; they present a 
record of the financial performance of busi- 
ness enterprises. When compared they 
exhibit trends, a clear understanding of 
which may contain some forewarning of 
the immediate future of a particular busi- 
ness enterprise”. . . . “Management,” 
Foulke goes on to say, “has the power to 
improve the condition or hasten ruin; some 
Managements can overcome or mitigate 
the symptoms; other managements lack the 
ability, the aggressiveness and the know- 
ledge to do so.” 

Within the covers of this book a most 
useful body of knowledge is provided, 
which, if applied intelligently, should help 
to develop that sound and competitive 
management required for success. 


The book opens with an excellent and 
comprehensive treatment of the background 
financial statement analysis. Part 
traces the historical development of finan- 
cal analysis from “colonial” days, when 

ncial statements were rarely ever made 
public, to more recent times, when, follow- 
Ing the growth of the cerporation, the 
establishment of professional accounting 
associations and the Securities and Ex- 
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change Commission in the U.S.A., analysis 
is considered essential. 


Parts IV, V and VI deal with the analy- 
sis of comparative balance sheets, income 
statements and surplus or profit and loss 
appropriation accounts. The author points 
out that though analyses of financial state- 
ments by different individuals or groups 
are fundamentally the same, different in- 
terpretations and conclusions may emerge 
from them, depending on the nature of 
the analyses and their purpose. 


Mr. Foulke refers to the danger of 
arriving at wrong conclusions from the 
calculation of certain ratios. A current 
ratio of say 2:1 that might be satisfactory 
for a well-established and well-managed 
business may be quite unsatisfactory in 
relation to a poorly managed or rapidly 
expanding business. The author goes on 
to say that “the current ratio is only a 
generality—a relationship as on a par- 
ticular date of two variables.” Another 
example is the ratio of net sales to in- 
ventory. There is need here for clarifica- 
tion of the frequently used and quite un- 
satisfactory phrase “cost or market” in 
relation to inventory valuation. The terms 
“cost” and “market” may have several 
meanings, each interpretation giving a 
different value to the inventory. The ques- 
tion may also be asked whether “cost or 
market” applies to each item or to the 
inventory in the aggregate. Again, values 
shown in balance sheets often have no 
relationship whatsoever to current or real 
economic values. Hence the basis of valua- 
tion of assets such as stocks and invest- 
ments must be known before any worth- 
while conclusions may be drawn from 
analysis. This, of course, is only another 
way of saying that one needs to know 
something of the story which lies behind 
the figures. 


A most useful chapter is included on 
the analysis of small business enterprises 
by the break-down of sales income. As 
the majority of industrial and commercial 
undertakings come within the “small” cate- 
gory, the technique of sales analysis neces- 
sarily has wide application. The author 
rightly points out that there are certain 
qualifications associated with the sales 
analysis technique. For example, it loses 
its effectiveness as sales fluctuations in- 
crease and the use of bank credit becomes 
necessary. Furthermore, as a business in- 
creases in size, proportionately smaller 
stocks and debtors are in general carried 
and larger investments are made in fixed 
assets. 


The book concludes with a chapter de- 
scribed as a “synthesis”—in which the 
accounting theory underlying financial 
statement analysis is examined, and in 
which it is pointed out that financial state- 
ments are combinations of recorded facts, 
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accounting conventions and personal judg- 
ments. 

The theme so well developed by the 
author in this book is unchallengeable; viz., 
that “for the successful operation of com- 
mercial and industrial enterprises, the fun- 
damental, clear and definite understanding 
of three sets of figures is positively essen- 
tial.’ These are: the balance sheet, the 
income statement and the funds statement. 
The ability to interpret these intelligently 
would be systematically unfolded and 
matured by constant use of this compre- 
hensive and valuable text. 


—E. B. SMYTH. 


Australia and the Challenge of Change. 
By Walter Scott; Law Book Co. of Aus- 
tralasia Pty. Ltd., Sydney, 1957; pp. 
XVIII + 540, 98”; price 75/- Australian. 
The contents of this large, fact-crammed 

book are summarised by its sub-title: “Be- 

ing a Study of the Second Industrial Re- 
volution and its Possible Effects Upon 

Australia.” 

The author’s heavy drawing upon Ameri- 
can sources is defended on account of both 
American leadership and availability of 
material. He acknowledges that in the 
wide field covered various parts will appear 
superficial to particular experts. The book, 
however, is written “more for the common 
man and possibly most of all, as a class, 
for the business manager” (p. ix). 


“Part I. The Direction of Change” 
Covering about two-thirds of the con- 
tents, Part I deals with the following 
(inter-connected) aspects of change: path, 
agencies, evidence, and effects. The term 
agencies is used to describe technical in- 
strumentalities, such as electronics and 
automation, rather than social factors, like 
the rise of nationalism and the growth of 
social services. The author emphasises the 
speed and variety of development. 


The subject of automation appears in 
three aspects of change: agency, evidence 
and effects. Historical and modern in- 
stances of automation are given during 
discussions of its nature, applications and 
limitations. Impressive results in terms 
of improved productivity—output increases 
and cost reductions—are quoted. 


Changes in distribution, transport, power, 
materials, agriculture, home, health, and 
education are among the subjects within 
this part; as is also the subject of com- 
petition: inter-industry becoming more 
common from diversification of activities 
through mergers and research; and inter- 
national and ideological—for both of which 
the positions of under-developed countries 
(especially of Asia) are important. 
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Research 

The chapters “Research” and “Operations 
Research” are among the best in the book. 

Research is of growing importance. It 
means different things to different people: 
to the man in the street, progress; to the 
business man, new processes and products; 
to the pure scientist, knowledge for know- 
ledge’s sake. It results increasingly in 
more new products; and from his sample 
list of those developed in the last fifteen 
or so years, three important ones are 
nylon, synthetic rubbers and plastics. 

As further evidence we can add to his 
treatment the following quotation taken 
from the speech of the Chairman (Sir 
Alexander Fleck) at the 30th annual gen- 
eral meeting of Imperial Chemical Indus- 
tries Limited held on 13 June, 1957: 

“It is interesting to note the speed with 
which the balance of our business is chang- 
ing as new products are developed. In 
illustration of this point, an analysis of 
the £stg.44 million of capital expenditure 
sanctioned in 1956 shows that some 52 per 
cent. is being spent on manufacturing 
plant and related services to make fifteen 
products which were either not on the 
selling range in 1945, or were then being 
produced only on the pilot scale” (p. 5). 

Operations research and accounting both 
not only concern the quantitative aspects 
of business but also aim to provide the 
management with information either on 
performances or for decision making or 
both. Accountants compile and interpret 
certain data largely for particular pur- 
poses, as for instance historical records, 
reporting and causal analysis, while opera- 
tions research staff use the same data along 
with other material, such as market re- 
search information, to learn more about 
why a business operates the way it does 
by giving an overall analysis. 

An example quoted (p. 285) illustrates 
the relationship in a retail chain-store en- 
terprise, where market research provides 
information on consumer behaviour, and 
accounting informs on costs and capital 
requirements while operations research 
combines and interprets these data over- 
all for information on cost control, staf 
incentives, merchandise policies, and 
management. 


“Part II: And Australia” 


This part discusses the possible effects 
of change upon Australia, together with 
suggestions for courses of action. 

ubjects considered include the follow- 
ing: the challenge of technological change 
for Australia; migration, population 
standard of living; inflation; capital 
public works; labour and arbitration; and 
efence. 


Wool and the Balance of Payments 


When discussing the balance of payments 
problem, the author feels that eventually 








change in the form of synthetics will over- 
take Australia’s biggest export earner— 
wool. “Synthetics pose a most perplexing 
problem and remain as a serious threat 
to the balance of payments position” (p. 
410). 

His opinions are reached after a survey 
during which the views of various scien- 
tists, such as Professor Oliphant, are 
quoted. One factor is that the large ex- 
penditure for research into synthetics 
eclipses the expenditure for wool research. 
As compared with artificial fibres, wool 
experiences much greater price fluctua- 
tions. Synthetics possess more consistent 
qualities and more reliable sources of sup- 
plies. For wool, he records improvements 
in wool yields per sheep, results of wool 
research such as  crease-resistant wool 
suits, and improved products resulting 
from mixing wool and artificial fibres. 


Taxation 


After quoting American, West German 
and United Kingdom tax laws as contain- 
ing liberalised depreciation provisions, 
Scott makes a strong plea for the recog- 
nition of accelerated depreciation allow- 
ances as an Australian tax deduction on 
the grounds of: 

(1) recognising for taxation the effect of 
obsolescence omer in the life of an asset 
rather than tending to wait for its actual 
scrapping; 

(2) the effect of the initial tax savings 
upon the accumulation of funds for an 
enterprise. (Of course the government 
may increase the general tax rates to 
offset the initial loss of revenue from 
accelerated depreciation provisions.); 

(3) to lessen the impact of increased 
replacement costs; 

(4) to lessen international competitive 
disadvantages—the presence, for example, 
of higher capital costs in Australia than 
in United Kingdom. He cites the Tariff 
Board (date not given) that costs of set- 
ting up identical textile plants would 
approximately be £A112,500 in U.K. and 
£A195,000 in Australia. 


He advocates abolishing payroll tax, 
reducing undistributed profits tax on pri- 
vate companies on the evidence of such 
profits being used for development, and 
also meoctying the present company tax 
position of allowing interest as deductible 
and not dividends. He argues that the 
reduced revenue resulting from the above 
changes should be offset by increased effi- 
ciency in government activities—this pos- 
sibility is discussed in the chapter “Govern- 
ment and Its Responsibilities”. 


Implications of Book for Accountants 


The book does not deal in detail with 
accounting as an element in change. How- 
ever, the picture drawn by the survey in- 
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duces reflections on the questions of future 
education qualifications and roles of ac- 
countants—questions on which the follow- 
ing cautious and groping remarks repre- 
sent personal thoughts. 


The occurrence of continual change sug- 
gests the need to revise from time to time 
accounting examination courses. Compet- 
ing demands of different aspects of ac- 
counting present difficulties for syllabuses. 
If alterations are to occur, and in a ques- 
tion of choosing between history or mathe- 
matics then the latter could be favoured 
because of its possible wide application. 
Spheres of professional activities vary. If 
accountants without appropriate mathe- 
matics cannot serve management where 
it is needed, then someone else not so well 
qualified in accounting technique might 
step in. 

Australia and the Challenge of Change 
contains technical terms of which, two— 
linear, and managerial programming—are 
used in operations research which is being 
utilised by management. There is the 
problem whether a general understanding 
of such technical terms is more fitted to 
specialised sectors of accounting as against 
being a part of its general courses. 


Assessment of Book 


A few typographical errors are evident. 
For instance, in a table (p. 351) cays 
the growth of employment in science an 
technology in U.S.A., the given 1910 and 
1950 figures of respectively 16.0 and 8.5 
should be reversed. 

The contents on the whole are written 
in a non-technical sectionalised fashion. 
However, certain parts, as for example 
those appearing in the chapters “Atomics” 
and “Operations Research”, demand close 
attention. There are sections unintelligible 
to any but specialists in a particular field. 
As an alternative, the text could have been 
either (1) interrupted by using additional 
space to describe the meaning of the terms 
with or without examples in the text or 
in a footnote; or (2) replaced by more 
general and less technical terms possibly 
having some meaning for more readers but 
at the same time losing preciseness of 
description, 


The presence of a 14-page index and of 
a four-page table of contents containing 
sub-headings assist greatly the browsing 
reader. 

To trace the occurrence in both Australia 
and overseas of the elements of change 
mostly affecting or potentially affecting 
business sums up the achievement of the 
book. It has its faults but it is well 
worth reading for its descriptions, sum- 
maries ard syntheses of those changes. 


—KEITH JONES. 
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Regression Analysis of Production Costs 
and Factory Operations, by Philip Lyle; 
third edition, revised by Leonard H. C. 
Tippett; Oliver & Boyd Ltd., London, 
1957; pp. xiii + 204; 16/- sterling. 


As Philip Lyle points out in the preface 
to the first edition (1944) of his Regres- 
sion Analysis of Production Costs and Fac- 
tory Operation, statistical methods are 
being applied on an ever increasing scale 
to industrial and accounting problems. 
Developments since 1944 have further ac- 
centuated this trend and in October, 1956, 
the regression analysis of production costs 
vas among the subjects discussed at the 
First South African National Cost Con- 
ference. 


Without entering into details of the 
methods, which are fully expounded in the 
Look, and have been explained by the re- 
viewer in The Australian Accountant 
(“Marginal Costs by Regression Analysis,” 
September, 1957), it may be said that 
Lyle’s work has demonstrated the value of 
statistical method in the sugar industry. 


Hence, Leonard H. C. Tippett, who has 
prepared the third edition (1957), follow- 
ing Lyle’s death, says, with some justifica- 
tion, that Lyle’s work is “an original con- 
tribution to the techniques of cost analy- 
sis.” 

That is not to say that the application 
of regression analysis to production costs 
is new: for example, Professor Joel Dean 
had previously published the results of 
similar investigations into hosiery, leather 
and departmental store industries; and 
other investigations, e.g., in the steel in- 
dustry, had also been made; but the 
methods as applied in the sugar industry 
are fully detailed by Lyle and he gives a 
thorough grounding in their use. 


The book probably contains more detail 
than the average accountant with re- 
stricted interests would need. Whereas 
the accountant may be interested only i 
the application of statistical method to 
his particular problem, the author has 
devoted Chapters III to VI inclusive to a 
detailed explanation of regression analy- 
sis, which Tippett considers, and the re- 
viewer agrees, is more than is necessary 
for the accountant’s purposes, and may 
therefore be skimmed over in a prelimi- 
nary reading. 

Lyle, who claimed to be a practical in- 
dustrialist, “neither mathematician nor 
statistician,” intended his work to be 
merely an introduction to the _ subject, 
written “to interest industrial workers in 
a very useful subject of the very existence 
of which many of them are quite un- 
aware;” and his observation that the sub- 
ject of production costs should be of im- 
mediate interest to the accountant rather 
than to the technologist is therefore perti- 
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rent. Whilst some 
rightly consider the subject to be r 

tnathematical, the reviewer feels that ¢ 
average accountant with a knowledge 


accountants may 


~ 


ordinary school algebra should be quit 


able to study and understand the statist} 


cal methods outlined. 

Lyle says that “the usual methods of 
countancy enable us to analyse our pp 
duction costs in many ways, but much wy 
ful information is contained in the d 
which those methods cannot isolate 
which can only be isolated by statisti 
methods.” That is making a genera 
tion, however, which, although true perh 
in the sugar and certain other industi 
should not be extended beyond those 
dustries. The reviéwer feels that, in 
ral, the examination of production costs 
normal accountancy methods (e.g., flexi 
budgeting) may provide the best ans 
but that the statistical method might g 
more reliable results, under appropri 
conditions, in those industries to which 
is suited. 


The third edition is largely a reprint 
the second with errors corrected and a few 


ccmments added. The body of the 
ends at page 117, and a number of 


matical appendices and charts follow. re 


Industrial accountants in large pre 
factories, who have a liking for statisti 
analysis, may find this book well 
studying. Practical applications of 
method, should, of course, be the funet 
of a trained statistical staff, but the 
countant should understand the meth 
and its value as a check on results 
tained by accounting methods. In 
clusion, it may be worth mentioning, 
Tippett has suggested, — readers 
experiment with the application of 
methods outlined in the co might ¢ 
tc write to him. Such correspondence, 


5 


a 
says, may help in revising the book . 


future editions. 
—wW. L. BURKE 


Special Course of Lectures 


“Profit Through Accounting Control” it 7 
the theme of six lectures to be given at 
School of Accountancy, New South Wi 


University of Technology, Kensin 
commencing on 9 October, and contin 
on each of yet meen Thursday é 
ings at 6.30 p ; 

The eaaeee is: open to members of 
Society and the registration fee is £7/7 
Each lecturer is experienced and comp 
in the topic on which he will speak, 
will aim to show how costs may be redu@ 
and profits increased. * 

Application forms and more deté 
information are available from: The Se 
of Accountancy, N.S.W. University 
Technology, Box 1, P.O., Kensington. F 
FF 0351, Ext. 311 or 312. 
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